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Introduction: 

Changing  Systemic  Models 
and  the  Labour  Market 

-  mihAly  simai- 


The  first  volume  of  this  book  looked  at  the  main  political  and 
economic  factors  influencing  employment,  the  future  of  work, 
gender  issues  and  the  internationalization  of  the  labour  markets.  The 
analysis  focused  on  some  of  the  characteristic  tendencies  in  the  1990s, 
both  in  the  supply  of  and  in  the  demand  for  labour.  The  studies  in 
the  first  volume  proved  that  the  participation  rate  is  growing 
everywhere  and  the  quality  of  the  global  labour  force  is  generally 
improving,  primarily  due  to  the  improvement  of  education  and 
health.  The  technological  transformation,  and  its  influence  on  output 
and  the  consumption  structure,  is  rapidly  changing  the  occupation 
patterns  and  the  demand  for  jobs.  Global  competition  increases  the 
pressure  for  rationalization  and  the  reduction  of  costs.  The  changing 
relations  between  the  state  and  the  market  have  major  implications 
for  policies  in  general,  but  especially  for  those  which  are  labour- 
related.  The  increasing  international  interconnectedness  of  the 
labour  markets,  as  the  result  of  migration  and  the  activities  of  the 
transnational  corporations,  gives  rise  to  important  changes  in  their 
functioning.  During  the  next  30  years,  the  global  labour  force  will 
increase  from  2.8  billion  to  about  3.8  billion.  In  the  developing 
countries  it  will  be  necessary  to  create  about  40  million  new  jobs 
annually,  just  to  cope  with  the  growing  labour  force,  in  addition  to 
the  jobs  needed  for  the  gainful  employment  of  the  presently  un¬ 
employed  and  underemployed.  The  highly  specific  tasks  and  capa¬ 
bilities  arising  in  this  context  in  different  parts  of  the  world  are 
discussed  in  the  regional  and  country  studies  of  this  second  volume. 

The  authors  are  searching  for  answers  to  such  key  issues  as:  what 
are  the  sources  of  success  and  failure  in  national  economic  policies 
aimed  at  reducing  unemployment,  and  achieving  and  sustaining  a 
higher  level  of  utilization  of  human  capabilities?  How  efficient  are 
the  available  instruments  of  national  policies?  What  kinds  of  new 
approaches  are  needed  in  different  parts  of  the  world? 
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2 


INTRODUCTION 


Studying  employment  in  a  national  economic  framework  requires, 
first  of  all,  an  understanding  of  the  quantity  and  quality  of  the  labour 
force.1  The  national  economy  is  also  a  rather  complex  formation.  The 
size  of  the  market,  the  level  of  economic  development,  the  structure 
and  growth  of  the  economy  and  the  systemic  model  in  which  the 
economic  institutions  function  all  help  to  define  the  national  eco¬ 
nomic  complex,  and  all  are  relevant  factors  from  the  point  of  view  of 
employment  and  its  related  policies  (and  the  relative  importance  of 
these  factors  varies  enormously  between  different  countries). 

The  functioning  of  any  national  economic  system  is  largely  deter¬ 
mined  by  the  structure  of  ownership,  specifically  by  the  relative 
importance  and  patterns  of  the  private  and  public  sectors,  the 
diffusion  of  ownership,  the  relationship  between  ownership  and 
control  of  property,  and  the  various  aspects  of  centralization  and 
decentralization  of  control  rights.  Another  determinant  of  a  national 
economic  system  is  whether  or  not  the  motivation  to  compete  is 
institutionalized  in  corporate  or  state  goals  and  incentives,  in  societal 
norms,  or  in  individual  and  group  interests.  The  structure  and  class 
of  information  on  a  nation's  economy  is  also  an  important  factor.  Is 
the  information  gained  directly  from  observing  and  testing  the 
market  empirically,  or  does  it  come  from  central  directives?  What 
kind  of  information  is  available  to  property  rights  holders?  What 
kind  of  information  networks  connect  decision  makers  in  horizontal 
and  vertical  structures?2  The  character,  capabilities  and  efficiency  of 
the  institutions,  along  with  the  quality  of  governance,  are  important 
determinants  of  the  national  systemic  models.  These  models  were 
not  rationally  conceived  in  advance.  Rather,  they  evolved  as  events 
unfolded,  social  learning  progressed,  innovations  appeared  and  the 
international  demonstration  effect  exerted  its  influence.  Social  and 
economic  theories  also  helped  to  sculpt  these  models,  and  were  at 
the  same  time  the  intellectual  products  of  the  models.  As  indicated 
in  the  first  volume,  the  different  schools  of  economic  thought  can 
give  highly  specific  and  certainly  different  theoretical  answers  when 
questioned  about  the  causes  and  consequences  of  unemployment. 
Their  recommendations  are  also  quite  different  concerning  eco¬ 
nomic  policies3  and  employment  creation.  While  there  are  some 
general  trends  in  the  influence  of  mainstream  economics  in  any 
given  era,  the  different  schools  of  thought  have  in  many  cases  a 
strong,  country-specific  background.  For  example,  the  school  which 
introduced  the  concept  of  the  'natural  rate  of  unemployment'  had 
greater  influence  on  policy  makers  in  the  United  States  of  America.4 
Of  course,  this  concept  had  never  been  advocated  openly  by  national 
policy  makers,  even  in  the  USA.  It  would  have  been  self-defeating 
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for  any  politician  to  argue  for  it  in  electoral  campaigns.  It  served  an 
important  function,  however,  in  redefining  from  time  to  time  the 
level  of  full  employment.  The  ideas  of  Keynes  concerning  the  concepts 
and  goals  of  full  employment,  which  greatly  influenced  government 
policies  in  the  post-war  Western  world,  originated  in  the  European 
intellectual  and  institutional  environment.  The  economic  ideas  related 
to  the  welfare  state  were  also  of  European  birth. 

It  was  underlined  in  the  first  volume  that  labour  markets  have 
many  specific  characteristics  in  common,  compared  with  other 
markets.  They  are  also  shaped  by  different  systemic  models.  Labour 
markets  are  a  scene  of  conflicting  interests  (as  are  other  markets)  but 
often  those  interests  are  more  strongly  articulated  and  institutionally 
better  protected:  hence  the  greater  role  played  by  moral  and  political 
factors.  The  character  of  information  in  the  labour  markets  is  also  a 
specific  issue.  While  many  countries  collect  a  large  amount  of  statis¬ 
tical  data  on  labour-related  matters,  these  cannot  adequately  reflect 
all  the  dimensions  of  employment  problems.  This  is  particularly  true 
in  countries  with  a  large  informal  sector.  In  this  sector,  a  high 
proportion  of  people  cannot  be  classified  within  the  traditional 
'labour  force'  concept;  they  are  both  inside  and  outside  the  regular 
labour  force.  The  same  is  true  of  unemployment  statistics.  The 
proportion  of  hidden  unemployment  may  be  vast  in  certain  countries. 


The  problems  of  employment  in  the  three  developed 
market  economy  models 

In  the  post-war  era  of  the  global  economy,  three  main  economic 
models  -  the  American  model,  the  European  social  market  model, 
and  the  Japanese  corporate  model  -  have  emerged  in  the  market 
system,  each  representing  a  specific  pattern  of  development  with 
resultant  differences  in  innovative  capacities,  production  and  con¬ 
sumption  structures,  international  competitiveness,  and  attitudes 
towards  social  problems,  including  employment.  While  the  global 
interconnectedness  of  economies  has  resulted  in  important  simi¬ 
larities  in  organizational  forms  and  policies,  the  national,  historical, 
cultural,  social  and  institutional  environments  have  had  a  profound 
influence  on  the  development  and  performance  of  the  economies 
along  the  lines  of  these  models. 

THE  AMERICAN  MODEL 

The  American  pluralistic  market  economy  model  has  probably  had 
the  most  influence  on  the  global  economy,  due  to  the  significant 
power  role  of  the  United  States.  Although  this  model  has  undergone 
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several  changes,  it  still  maintains  a  few  of  its  fundamental  characteris¬ 
tics:  a  foimdation  in  risk-taking  and  in  flexible  entrepreneurship;  a 
symbiosis  of  small-scale,  medium-sized  and  large  firms;  a  sophis¬ 
ticated  and  competitive  money  market;  a  highly  flexible  labour 
market  based  on  vast  and  complex  economic  opportunities,  pro¬ 
moting  both  inter-firm  and  inter-regional  labour  mobility.  The 
American  model  has  proved  notably  efficient  in  the  presence  of 
strong  demand  factors  generated  either  by  growth  of  income  or  by 
income  redistribution  through  the  budget.  However,  too  strong  a 
reliance  on  the  market  as  the  main  instrument  of  adjustment  has 
exposed  a  large  segment  of  the  population  to  the  uncertainties  and 
risks  of  the  marketplace.  The  predominantly  short-term  view  of  the 
main  actors  made  economic  performance  increasingly  vulnerable  in 
those  areas  where  long-term  strategies,  action  programmes,  and 
commitments  were  necessary.  Some  vulnerabilities  included  long¬ 
term  adverse  changes  in  savings-investment  ratios,  the  deterioration 
in  certain  areas  of  the  physical  infrastructure,  the  implications  of  the 
defence  budget  for  competitiveness,  long-term  declining  trends  in 
productivity,  and  the  stagnation  and  decline  in  the  performance  of 
the  educational  system.  The  USA  destroyed  jobs  and  created  new 
ones  at  a  rapid  pace.  Within  its  largest  500  corporations,  about  4.7 
million  jobs  were  shed  during  the  period  1980-92,  about  a  quarter  of 
their  total  work  force.5  The  number  of  non-farm  jobs  grew  by  an 
average  of  2.2  per  cent  annually  from  1950  to  1990.  Since  the  early 
1980s,  most  of  the  new  jobs  have  been  created  by  the  advent  of  new 
firms.  Two  thirds  of  the  new  jobs  were  created  by  firms  employing 
less  than  25  people,  and  most  of  these  were  firms  with  less  than  10 
workers.  Historically,  the  annual  failure  rate  of  these  firms  has  been 
16  per  cent.6  According  to  the  data  from  individual  manufacturing 
plants,  in  a  typical  12-month  period,  10.3  per  cent  of  jobs  dis¬ 
appeared  and  another  9.1  per  cent  were  created7  -  the  fastest  axing 
and  creating  of  new  jobs  in  the  industrial  world,  as  the  consequence 
of  techno-economic  changes  and  attended  by  slow  wage  growth  and 
widening  inequality. 

In  this  second  volume,  there  is  no  special  study  of  the  employ¬ 
ment  problems  of  the  USA.  However,  an  important  question  has 
been  raised  in  relation  to  other  regions:  is  the  price  of  greater 
flexibility  in  the  labour  markets  necessarily  the  increase  of  income 
disparities  or  deterioration  in  the  quality  of  many  new  jobs?  The 
American  pattern  may  prove  to  be  of  value  to  other  regions  of  the 
industrial  world.  The  consequences  of  the  structural  shifts  toward 
the  service  sector  and  especially  its  low-productivity  branches,  the 
increasing  demand  for  highly  educated  workers,  and  the  growing 
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devaluation  of  low  skills  and  unskilled  labour,  which  in  general 
contribute  to  the  decline  or  stagnation  of  real  wages,  have  an  even 
greater  influence  on  labour  in  a  slow-growing  economy,  under¬ 
mining  the  traditional  flexibility  and  job-creating  capacity  of  the 
economic  system.  In  a  competitive  market  economy,  the  rate  of 
economic  growth  is  the  most  fundamental  condition  of  employment 
creation.  The  increasing  importance  of  international  trade  in  a 
developed  economy  -  where  low  wages  are  not  the  main  source  of 
competitiveness  -  accelerates  the  process  of  substitution  of  the  less 
educated  workers  by  a  more  skilled  work  force.  The  declining  power 
of  the  trade  unions  further  reduces  the  bargaining  power  of  the 
workers  and  adds  to  wage  inequalities.  The  relatively  short  period 
covered  by  unemployment  benefit  forces  many  unemployed  people 
to  accept  unattractive  jobs  more  readily  than  in  Europe. 

THE  EUROPEAN  SOCIAL  MARKET  MODEL 

The  socio-economic  system  of  the  Western  European  countries 
developed  a  model  which,  by  the  mid-1990s,  was  a  variant  of  a  social 
market  economy  combined  with  what  remained  of  the  post-war 
welfare  state.  This  model  grew  out  of  the  European  political  tradition 
of  representative  democracy  and,  in  all  its  variants,  presupposes 
intensive  interaction  between  social  groups  and  the  state  in  a  delicate, 
difficult  and  pragmatic  balancing  of  market  forces  and  state  interests. 
Within  this  model,  certain  countries  have  proved  to  be  very  efficient 
in  maintaining  or  restoring  the  socio-political  equilibrium,  and  in  co¬ 
ordinating  policies  on  a  national  scale  in  such  areas  as  savings  and 
investments,  research  and  education,  and  improvements  in  the 
quality  of  government.  Other  countries,  because  of  a  more  difficult 
domestic  political  balance,  have  had  greater  difficulties  and  less 
success.  The  European  model  has  a  strong  inherent  characteristic  of 
protecting  firms  and  citizens  from  the  major  shocks  of  the 
adjustment  process.  During  the  past  few  decades,  the  increases  and 
declines  in  employment  have  been  related  more  to  cyclical  than  to 
structural  factors.  Upturns  in  output  were  usually  followed  within 
six  months  by  an  increase  in  employment,  and  downturns  resulted 
in  an  increase  in  unemployment.  It  was  the  recession  of  the  early 
1990s,  and  the  patterns  of  recovery  from  it,  which  revealed  the 
increasingly  structural  sources  of  unemployment.8  Unemployment 
rates  ballooned,  and  the  number  of  long-term  unemployed  increased. 
The  resultant  social  costs  of  unemployment  reached  new  heights;  in 
1994,  the  annual  cost  of  unemployment  in  the  European  Union, 
including  income  losses,  exceeded  US$200  billion.  About  two  thirds 
of  this  amount  was  spent  on  unemployment  benefits. 
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The  concept  of  a  social  market  assumes  market  deficiencies  and 
imperfections,  governmental  responsibility  for  their  correction,  and 
provision  of  various  public  services.  Such  services  have  been  individ¬ 
ually  interpreted  and  implemented  country  by  country.  Job  security, 
however,  has  been  a  very  important  component  of  the  policies.  In  the 
majority  of  Western  European  countries,  there  has  been  relatively 
extensive  intervention  by  the  state,  and  parts  of  the  economy  have 
been  dominated  by  state-owned  firms.  All  these  characteristics  have 
had  a  major  influence  not  only  on  social  policies  but  also  on  employ¬ 
ment.  Between  1960  and  1992,  in  the  member  states  of  the  European 
Union,  3  million  new  jobs  were  created  in  the  private  and  7  million 
in  the  public  sector.  During  the  same  period  the  USA  created  32.8 
million  private  sector  jobs  and  6  million  employment  opportunities 
in  the  public  sector.  The  major  dilemma  for  the  Western  European 
countries  in  the  future  is  how  to  harmonize  the  sustainability  of  social 
commitments  with  the  increased  flexibility  of  labour  markets.  In  a 
highly  competitive  world,  strong  pressures  for  lowering  labour  costs 
since  the  late  1980s  have  resulted  in  considerable  restructuring  in 
many  European  firms,  and  a  substantial  increase  in  unemployment. 
The  crucial  issue  is  how  to  sustain  growth  and  create  more  employ¬ 
ment.9  There  is  another  very  important  issue  related  to  the  welfare 
state  patterns  in  the  integration  framework:  an  economically 
integrated  Europe  will  inevitably  face  problems  concerning  national 
priorities  and  institutional  and  policy  differences.  These  issues  will 
certainly  influence  the  process  of  internationalization  of  the  labour 
markets  within  the  region  and,  naturally,  international  migration. 
One  of  the  most  difficult  aspects  of  the  integration  process  will  be 
implementing  the  concept  of  a  'social  Europe'.  The  main  social 
security  structure  that  has  been  sustained  by  political  forces  in  many 
parts  of  Europe  in  one  form  or  another  is  the  welfare  state,  which  is 
based  on  the  principle  of  compensating  the  disadvantaged  section  of 
the  population.  However,  the  welfare  state  only  functions  effectively 
within  national  boundaries,  where  it  is  safeguarded  by  the  domestic 
balance  of  social  forces.  In  this  context,  it  is,  in  fact,  an  anti¬ 
international  system.  Social  legislation,  enacted  by  governments  as 
a  means  of  securing  support  from  their  electorates  and  sustaining 
political  stability,  effectively  places  upper  limits  on  comparative 
labour  costs  and  thus  hampers  the  creation  of  a  competitive  Europe¬ 
wide  labour  market.  If  national  welfare  systems  are  to  be  prevented 
from  harming  competitiveness  by  being  Europeanized,  then  answers 
must  be  found  to  such  practical  questions  as:  which  country  should 
set  the  norms  of  a  social  market  system  on  a  European  level,  and 
according  to  which  socio-political  economic  structures? 
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THE  JAPANESE  CORPORATE  MODEL 

The  Japanese  economic  development  model  differs  in  many  ways 
from  the  other  advanced  industrial  country  models.  Some  of  its 
characteristics  are  rooted  in  history,  while  others  have  more  recent 
origins.  In  a  world  of  severe  changes  and  problems,  the  long-term 
orientation  of  the  Japanese  model  has  been  recognized  as  a  key 
element  of  Japan's  success.  The  Japanese  have  long  understood  that 
the  true  dynamism  of  a  market  economy  in  a  world  of  strong 
competitors  is  not  created  by  textbook  competition  between  many 
independent  producers,  but  by  the  application  of  the  most  up-to- 
date  technology  by  firms  possessing  extremely  strong  market 
power.  According  to  Japanese  views,  modern  competition  is  a 
comprehensive  battle  in  which  education,  technical  development, 
resource  accumulation,  competitive  pricing,  quality  manufacturing 
and  market  penetration  strategies  are  all  important  instruments  in  a 
long-term  game.  (Long-term  perspectives  and  planning  have  become 
an  important  factor  in  the  development  of  the  Asian  NICs  as  well, 
particularly  in  South  Korea.)  In  Japan,  the  long-term  view  con¬ 
sistently  taken  by  the  government  and  the  main  non-governmental 
actors  of  economic  life  emphasizes  the  necessity  of  concentrating  on 
economic  growth  and  technological  development. 

This  perspective  has  been  manifested  in  Japan's  approach  to 
many  issues  influencing  economic  development  and  social  change, 
such  as  education,  technology  and  production.  Measures  taken  in 
these  areas  have  reduced  ecological  and  external  economic  vulnera¬ 
bility,  and  have  enabled  the  simultaneous  concentration  and  diversi¬ 
fication  of  global  sourcing  and  marketing  activities.  The  long-term 
approach  has  facilitated  the  strategic  integration  of  cooperation  and 
competition  at  the  level  of  firms,  establishing  special  relationships 
between  the  main  firms  in  risk  sharing,  access  to  capital  and  tech¬ 
nology,  and  in  avoiding  'excessive'  competition.  Another  advantage 
of  the  corporate  model  is  its  multi-dimensional  cooperative 
approach,  uniting  the  government  and  the  business  sector  on  all- 
important  issues  so  that  each  can  rely  on  the  other  in  global 
competition  or  in  the  realization  of  national  goals.  This  includes  the 
flexible  coordination  of  macro-  and  micro-economic  policies  realized 
by  a  system  of  regular  consultations  with  different  committees  and 
groups  -  in  the  centre  of  which  is  the  Ministry  of  International  Trade 
and  Industry  -  with  the  aim  of  achieving  consensus  on  a  wide  range 
of  industrial  and  trade  policy  issues. 

As  a  reflection  of  national  traditions,  a  special  component  of  the 
Japanese  model  has  been  the  sustained  cohesion  and  corporate 
loyalty  of  workers  and  employees  through  guaranteed  lifelong 
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employment/0  as  well  as  through  other  management  instruments 
such  as  the  advocacy  of  a  'common  destiny'  which  inculcates  a 
normative  attitude  based  on  highly  philosophical  and  almost 
religious  overtones  of  togetherness.  Other  management  instruments 
include  the  role  of  individual  participation  in  different  circles 
ranging  from  quality  control  to  mutual  instruction,  the  wide  use  of 
both  material  and  non-material  incentives,  and  the  widespread  and 
respected  seniority  system.  Unemployment  in  Japan  has  remained 
the  lowest  among  major  industrial  countries;  in  the  1980s,  for 
example,  it  was  between  2.1  and  2.8  per  cent  of  the  labour  force. 
Lifelong  employment  has  a  number  of  advantages,  but  also  many 
disadvantages.  It  tends  to  sustain  low  productivity  and  inter¬ 
nationally  uncompetitive  industries.  It  blocks  labour  mobility  and 
sustains  a  seniority  system  in  earnings,  with  the  underutilization  of 
younger  talent.  The  disadvantages  are  marked  in  a  slow-growing 
economy,  making  structural  adjustment  very  difficult.  International 
competition  may  force  Japan  to  change  this  system  and  restructure 
employment  patterns.  This  can  take  place  only  gradually,  however, 
owing  to  the  deeply  rooted  character  of  the  system,  and  the  mentality 
of  the  people.  It  is  interesting  to  note  that  the  share  of  labour  costs  in 
Japan  is  no  higher  than  in  the  other  industrial  countries,  in  spite  of 
the  lifetime  employment  practices.  The  character  and  patterns  of  the 
labour  market  of  Japan  will  be  influenced  by  a  number  of  other 
factors,  reflected  in  Chapter  7:  ageing,  the  growing  participation  of 
women,  and  the  acceleration  of  technological  changes  are  some  of  the 
factors  moving  to  centre  stage. 

Will  the  three  main  market  models  converge,  especially  as  far  as 
their  capability  to  create  and  sustain  employment  is  concerned?  This 
is  a  keenly  debated  issue.  These  models  and  their  different  con¬ 
figurations  will  be  transformed  as  socio-political  conditions  change 
in  the  leading  industrial  countries,  and  as  the  global  economic 
environment  alters.  The  interconnectedness  of  these  models  and 
their  direct  and  indirect  influence  on  the  rest  of  the  world  have  also 
been  reflected  in  the  processes  related  to  employment. 


The  politics  and  economics  of  employment  in  the  mixed 
economies 

Most  of  the  chapters  in  this  second  volume  deal  with  countries  and 
regions  characterized  by  mixed  models.  In  various  developing 
countries  -  in  Africa,  Latin  America,  Asia,  Central  and  Eastern 
Europe,  the  CIS  and  China  -  the  present  economic  models  are 
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hybrids.  They  contain  elements  from  the  model  of  centrally  planned 
economies  as  well  as  features  from  the  various  market  economy 
models  or  as  developed  under  a  variety  of  domestic  and  inter¬ 
national  pressures  and  influences  —  liberalization  and  privatization, 
for  instance  -  deriving  from  the  structural  adjustment  programmes. 
The  three  models  of  the  developed  market  economies  -  through 
their  demonstration  effects  and  their  economic  philosophies  - 
influence,  of  course,  the  countries  of  mixed  models  and  the 
proportion  of  the  'visible'  and  'invisible'  hands  in  the  mixes.  Unlike 
North  America,  Europe,  and  Japan,  the  rest  of  the  world  is  facing  not 
only  a  much  greater  number  of  socio-economic  challenges  but  also 
very  different  ones,  related  to  their  lower  level  of  development  and 
to  the  rate  and  structural  characteristics  of  economic  growth.  The 
influence  of  these  factors  on  employment  and  on  the  labour  markets 
is  highlighted  in  the  chapters  dealing  with  the  various  regions.  The 
main  sources  and  manifestations  of  the  specificities  of  the  develop¬ 
ing  world  and  the  former  socialist  countries  in  the  supply  of  and  the 
demand  for  labour,  and  in  employment  patterns,  require  a  great 
variety  of  policy  approaches. 

As  a  result  of  the  urbanization  process,  the  supply  of  unskilled 
labour  is  growing  in  the  cities,  creating  major  problems,  and 
increasing  unemployment  and  tensions.  Few  countries  are  able  to 
strengthen  the  employment-sustaining  capabilities  of  the  rural  areas 
which  might  slow  down  migration  to  the  cities.  In  China,  for 
example,  increasing  agricultural  efficiency  forced  more  than  150 
million  rural  labourers  off  the  land.  The  increase  of  the  working  age 
population  has  added  millions  more  to  those  searching  for  jobs.  So 
far,  about  80  million  people  have  migrated  to  large  cities,  in  spite  of 
the  success  of  the  township  industrialization  programme.  In  most 
developing  countries,  the  largest  proportion  of  the  new  migrants  in 
the  cities,  in  the  absence  of  sufficient  job  openings  in  the  formal 
sector,  have  found  employment  opportunities  in  the  informal  sector. 
Different  surveys  have  indicated  that  the  share  of  the  informal  sector 
(both  in  employed  and  self-employed  categories)  was  above  40  per 
cent  of  total  urban  employment.  The  different  tasks  of  strengthening 
the  capacity  of  rural  areas  to  sustain  and  create  jobs  with  small-scale 
industrial  and  service  ventures,  improving  urban  employment 
opportunities,  and  offering  special  assistance  to  migrant  families  in 
urban  slums  are  emphasized  in  all  the  chapters  of  this  volume 

Modem  employment  is  expanding  rapidly,  especially  in  the  fast¬ 
growing  regions  of  Asia.  The  quality  of  the  new  jobs  is  often  very 
poor.  Sweatshops,  bad  working  conditions,  forced  overtime,  child 
labour,  industrial  hazards  and  accidents  are  more  or  less  common- 
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place.  In  the  context  of  Asia,  fast  growth  displays  a  number  of 
interesting  aspects  which  relate  to  labour  market  situations.  It  has 
become  increasingly  evident,  for  example,  that  a  high  rate  of 
economic  growth  and  the  rapidly  expanding  local  market  have  had 
a  double  effect  on  the  informal  sector  in  most  of  these  countries.  On 
the  one  hand,  the  informal  sector  became  more  dynamic,  and  an 
increasing  proportion  of  it  'graduated'  to  the  formal  sector.  This 
small-scale  sector,  functioning  on  the  frontiers  of  the  formal  and 
informal  sectors,  still  invests  very  little  in  technology,  training  and 
work  safety.  It  pays  low  wages  to  basically  unskilled  labour.  The 
close  to  200  million  working  children  aged  between  4  and  14  are  an 
easy  source  of  cheap  unskilled  labour  in  many  countries.  Still,  it  is  an 
important  step  up  from  the  informal  sector  and  even  worse  working 
conditions.  On  the  other  hand,  an  increasing  part  of  informal  sector 
activities  has  been  exposed  to  the  competition  coming  from  the 
small-scale  formal  sector.  Informal  sector  activities  have  become 
even  more  confined  to  serving  the  poorest  parts  of  the  population 
which  cannot  afford  the  services  of  the  formal  sector.  The 
employment  creation  potential  of  the  informal  sector  has  not 
changed  significantly.  It  has  also  remained  the  last  resort  for  many 
who  cannot  find  employment  possibilities  in  the  formal  sector,  even 
in  the  fast-growing  economy.  TTie  Asian  experiences  may  be  relevant 
in  other  parts  of  the  developing  world. 

The  share  of  public  sector  employment  is  still  high  in  many 
developing  countries.  In  some  cases,  it  is  the  only  source  of  modem 
jobs  in  the  formal  sector  of  the  economy.  In  China,  about  half  of  total 
employment  is  concentrated  in  large  state-owned  enterprises.  In  the 
developing  countries,  one  of  the  social  functions  of  the  public  sector 
has  been  the  increase  of  employment  opportunities.  This  is  also  one 
of  the  reasons  why  public  institutions  and  state-owned  firms  have 
been  overstaffed.  Job  opportunities  in  the  public  sector  are  diminish¬ 
ing  owing  to  liberalization  and  privatization,  or  as  a  consequence  of 
the  inevitable  rationalization  of  the  state  sector  in  almost  all  the 
developing  countries.  In  certain  cases  the  decline  is  quite  substantial, 
from  30-40  per  cent  to  20-25  per  cent.  (The  problems  related  to 
demobilized  soldiers  are  another  important  issue  in  public  financing 
in  certain  parts  of  the  developing  world.)  In  many  countries, 
especially  in  Africa,  economic  growth  is  too  slow  and  the  private 
sector  is  not  strong  enough  to  generate  new  jobs  in  sufficient  number 
and  quality.  Job  creation  is  not  considered  as  a  priority  in  the  private 
sector.  In  this  second  volume,  the  case  studies  on  India  and  Nigeria 
(Chapters  8  and  9)  point  to  the  task  of  strengthening  the  job-creating 
capacity  of  the  private  sector  They  also  stress  the  fact  that  this 
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depends  first  of  all  on  economic  growth  and  market  opportunities. 
Such  measures  as  taxation  or  special  support  for  training  and  up¬ 
grading  the  quality  of  the  labour  force  could  also  help. 

The  discussion  of  the  role  and  future  of  the  informal  sector  is  an 
important  element  in  all  the  chapters  related  to  developing  country 
experiences  and  policies.  The  share  of  the  informal  sector  in  pro¬ 
viding  sources  of  livelihood  is  the  highest  in  sub-Saharan  Africa. 
This  sector,  functioning  outside  the  'registered'  economy,  also 
provides  a  relatively  large  proportion  of  goods  and  services  for 
about  40-50  per  cent  of  the  population.  In  certain  countries,  it  is  also 
playing  a  sub-contracting  role  for  the  formal  sector.  The  informal 
sector  and  the  small-scale  sector  will  continue  to  play  a  major  role  in 
the  developing  countries  for  many  decades.  The  informal  sector  is 
also  growing  in  a  number  of  former  socialist  countries.  The  'unofficial 
economy'  in  these  countries  is  not  quite  the  same  as  the  informal 
sector,  but  there  is  a  resemblance  in  the  sense  that  it  functions 
outside  taxation,  registration,  social  security  and  the  law.  In  most  of 
the  former  socialist  countries  at  least  25  per  cent  of  the  labour  force 
is  employed  full-  or  part-time  in  this  sector. 

The  transition  to  the  market  system  which  is  under  way  in  the 
countries  of  Central  and  Eastern  Europe  and  the  former  Soviet 
Union  has  had  difficult  and  painful  human  consequences.  These 
countries  have  had  to  undertake  the  tasks  of  changing  inherited, 
distorted  and  obsolete  production  structures,  modernizing  under¬ 
developed  infrastructures,  and  transforming  formerly  state-run 
systems  into  market-oriented  and  efficient  economies.  Neither  shock- 
treatment  nor  a  gradualist  approach  to  the  implementation  of 
reforms  has  produced  much  success.  There  have  been,  sadly,  some 
spectacular  failures.  The  transition  to  the  market  system  will  be 
longer  and  more  costly  than  anyone  anticipated.  Mass  unemploy¬ 
ment,  together  with  other  consequences  of  the  economic  transition 
such  as  escalating  inflation  and  declining  standards  of  living,  has 
created  new  sources  of  tension  among  the  different  groups  within 
the  societies  of  the  former  socialist  bloc. 

With  a  great  diversity  of  political,  economic,  external  and  internal 
influences  at  work,  significant  differences  among  countries  are 
certain  to  appear  in  terms  of  the  pace  of  the  transition  process  and 
the  character  of  the  evolving  economic  system.  In  most  countries 
there  has  been  a  rapid  loss  of  job  opportunities  as  the  combined 
result  of  privatization  and  economic  decline.  The  evolving  labour 
markets  are  influenced  also  by  the  slow  development  of  the  new 
legal  and  institutional  framework  and  by  the  factors  shaping  the 
bargaining  power  of  the  main  actors  of  economic  life.  As  indicated 
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in  the  chapters  dealing  with  countries  and  regions,  in  all  countries 
the  most  disturbing  aspect  of  attempted  reform  has  been  the  very 
high  human  cost.  Not  only  is  there  a  pervasive  sense  of  insecurity 
throughout  the  region  due  to  unemployment,  but  poverty  and  crime 
(including  organized  crime)  are  growing  fast.  Those  countries  which 
sustained  a  higher  level  of  employment  are  having  certain  problems 
with  the  low  speed  of  the  overdue  restructuring  of  output. 

In  view  of  the  current  main  trends  which  characterize  labour 
supplies  and  demand,  a  crucial  question  circles  the  globe:  how  to 
deal  with  those  who  are  unemployed  or  underemployed?  This 
group  varies  in  size,  in  composition  and  in  the  duration  of  jobless¬ 
ness  in  the  different  countries.  There  are  differences,  of  course,  in  the 
statistical  coverage.  Still,  as  was  indicated  in  the  first  volume,  about 
800  million  people  from  a  global  labour  force  of  2.8  billion  are 
unemployed  or  underemployed  -  the  largest  proportion  being  in  the 
developing  countries.  This  figure  does  not  include  that  part  of  the 
working  age  population  which  is  outside  the  labour  force.  The 
'active'  and  'passive'  labour  market  experiences  which  are  analysed 
and  evaluated  in  the  specific  country  and  regional  studies  indicate 
that  the  industrial  countries  are,  these  days,  much  better  equipped 
to  deal  with  the  problems  of  unemployment  than  in  the  past.  Still, 
they  find  it  increasingly  difficult  to  handle  chronic  unemployment 
or  to  deal  with  certain  groups  such  as  youth  and  unskilled  persons. 
Many  of  the  developing  and  former  socialist  countries  have  neither 
policies  nor  the  institutional  capacity  to  deal  with  the  problems  of 
the  unemployed.  There  are  no  benefits,  no  retraining  institutions. 
Public  charity  is  the  only  instrument  to  moderate  the  worst  con¬ 
sequences.  Measures,  the  only  aim  of  which  has  been  to  keep  the 
unemployed  off  the  streets,  are  seldom  accompanied  by  efficient 
retraining  programmes  which  would  also  facilitate  the  upgrading  of 
the  labour  force.  Public  works  are  not  widespread,  nor  are  they  too 
popular  as  solutions.  Emigration  has  extremely  limited  influence  as 
an  instrument  of  reducing  unemployment. 

The  two  volumes  of  Global  Employment  raise  a  vital  question:  do 
the  countries  of  the  world  have  the  economic  resources,  the  political 
will  and  the  institutional  capability  to  deal  with  the  task  of  reducing 
unemployment  and  providing  employment  opportunities  for  the 
rapidly  growing  labour  force?  The  answer  which  has  been  given 
suggests  that  the  tasks  in  this  context  are  different.  There  are  no  easy 
or  single  solutions.  Countries  with  an  ageing  population  and  work 
force  face  quite  specific  challenges.  Many  developing  countries  are 
not  able  to  improve  their  level  of  employment  because  of  national 
structural  and  institutional  problems  and  external  constraints  on 
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their  economy.  It  is  possible,  however,  even  in  those  countries,  to 
moderate  the  situation  and  to  improve  the  quality  of  the  labour 
force.  Employment  and  the  empowerment  of  individuals  should  be 
an  inherent  part  of  government  policies  for  the  revitalization  and 
sustainability  of  economic  growth,  and  for  the  improvement  of  eco¬ 
nomic  performance.  New  private  initiatives  and  community  or 
individual  efforts  are  also  indispensable  everywhere.  The  necessity 
of  new  international  initiatives  in  this  field,  a  message  of  key  impor¬ 
tance  in  the  first  volume,  is  supported  even  more  strongly  by  the 
conclusions  of  the  regional  and  country  studies  in  this  second 
volume,  which  I  now  place  before  our  readers. 

NOTES 

1  The  labour  force,  according  to  the  definition  from  the  perspectives  of 
labour  economics,  comprises  all  those  who  work  for  gain,  as  employees, 
employers  or  self-employed.  It  also  includes  those  unemployed  who  are 
seeking  work.  The  size  of  the  labour  force  of  a  country  depends  on  the 
proportion  of  the  people  in  the  working  age  group  (between  the  minimum 
school-leaving  age  and  the  pension  age)  in  the  total  population  and  on 
the  'participation  rate'  (those  who  want  to  work  for  gain). 

2  See  Mihaly  Simai  (1991),  The  Process  of  Privatization  in  East  and  Central 
Europe:  Problems  and  Perspectives,  Seoul  National  University,  Seoul. 

3  In  fact,  most  government  policies  related  to  the  economy  have  some 
direct  or  indirect  influence  on  employment.  There  are,  however,  a  rather 
large  number  of  policy  measures  directly  related  to  employment:  those 
influencing  the  supply  and  quality  of  labour  force,  the  level  and  stability 
of  employment,  labour  relations  (bargaining,  child  labour,  etc.),  social 
conditions,  migration,  etc. 

4  This  has  been  considered  also  as  the  full  employment  rate  by  many 
theorists:  a  rate  which  corresponds  to  the  macro-economic  equilibrium 
in  any  given  country,  or  to  the  rate  of  unemployment  to  which  the 
economy  will  return  after  a  cyclical  recession  or  a  boom.  A  detailed 
discussion  of  this  issue  is  given  by  J.  D.  Sachs  and  F.  Larrain  (1993), 
Macroeconomics  in  the  Global  Economy,  Harvester,  New  York,  pp.  496-510. 

5  Martin  Walker,  'Clinton  decides  to  woo  back  workers'.  Guardian  Weekly, 
5  March  1995,  p.  6. 

6  Business  Week,  20  March  1995. 

7  Financial  Times,  14  March  1994,  p.  4. 

8  International  Herald  Tribune,  11  March  1994. 

9  Robert  Reich,  the  US  Secretary  for  Labour,  in  the  conference  of  the 
advanced  industrial  countries  on  employment  issues  in  1994, 
formulated  the  issues  in  the  following  way:  'Are  the  citizens  of  advanced 
economies  condemned  to  choose  between,  on  the  one  hand,  more  jobs 
which  pay  less  and  less,  or  good  jobs  but  high  levels  of  unemployment 
accompanying  those  good  jobs?  I  think  there  is  a  third  choice,  and  that 
third  choice  may  be  to  combine  the  kind  of  investments  in  education  and 
training  and  apprenticeship  that  we  find  in  Europe  with  the  dynamic 
labour  mobility  and  flexibility  we  find  in  the  US,  all  cased  within 
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macroeconomic  policies  which  encourage  growth  and  jobs.'  Cited  by  the 
Financial  Times,  14  March  1994,  p.  4. 

10  Employees  have  a  high  degree  of  job  security,  unprecedented  in  other 
industrial  countries.  Management,  at  the  same  time,  can  count  on  their 
loyalty  and  devotion.  Japanese  companies,  even  in  difficult  situations, 
do  their  utmost  to  maintain  employment.  They  are  rather  flexible  at 
adjusting  working  hours,  curbing  overtime,  cutting  bonuses,  etc.  Unlike 
large  firms,  small  companies  seldom  offer  job  security.  They  also  pay 
less,  about  60-80  per  cent  of  what  the  large  companies  provide. 


-  PART  I  - 


Regional  Studies 
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Employment  and  Unemployment  in  Africa: 
Ghana,  Kenya,  Nigeria  and  Tanzania1 


-DERSEH ENDALE - 


Over  the  last  decade  and  throughout  the  early  years  of  the  present 
one,  countries  in  sub-Saharan  Africa  have  witnessed  a  growing 
tendency  towards  open  unemployment,  particularly  in  urban  centres. 
One  United  Nations  source  indicates  that  the  estimated  number  of 
unemployed  in  sub-Saharan  Africa  of  9  million  (1990)  will  increase 
to  28  million  during  the  1990s.2  It  is  not  surprising,  therefore,  that  the 
recent  issue  of  the  African  Employment  Report  should  state  that 
'unemployment  and  mass  poverty  still  remain  the  number  one  social 
problem  facing  many  African  governments'.3  It  is  also  indicated  that 
many  governments  in  the  region  have  become  aware  that  the  social 
and  political  consequences  of  increased  unemployment  could  ruin 
prospects  of  attaining  higher  growth  rates  expected  from  ongoing 
structural  adjustment  programmes  (SAPs). 

The  employment  difficulties  of  the  region  appear  against  a  back¬ 
ground  of  economic  stagnation  and  regressive  growth  from  the 
1980s.  The  usual  economic  difficulties  in  the  region  include  the 
mounting  indebtedness  of  countries,  lack  of  diversification  for  export 
earnings,  declines  in  world  market  prices  of  primary  commodities 
and  a  declining  share  in  world  trade.  The  region's  poor  economic 
performance  is  also  aggravated  by  the  high  rate  of  population 
growth,  internal  conflicts  and  political  instability,  as  well  as  adverse 
natural  phenomena.  These  problems  will  doubtless  compound  the 
challenge  of  generating  productive  employment  in  the  region. 

This  chapter  therefore  examines  the  employment  and  unemploy¬ 
ment  issues  in  sub-Saharan  Africa,  focusing  on  those  issues  that  cut 
across  the  region.  The  chapter  also  draws  heavily  on  the  cases  of 
Ghana,  Kenya,  Nigeria  and  Tanzania,  countries  which  together 
constitute  about  a  third  of  the  labour  force  in  sub-Saharan  Africa. 

What  are  the  prospects  of  matching  the  high  rate  of  growth  in  the 
labour  force  with  growth  in  productive  employment  in  the  region? 
Has  the  rate  of  job  creation  in  the  modern  wage  sector,  both  public 
and  private,  kept  up  with  the  growth  of  the  labour  force?  What  about 
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the  labour  sustainability  of  the  agricultural  sector  and  the  employ¬ 
ment  creation  potential  of  the  informal  sector?  How  do  factors  like 
migration  and  urbanization,  training  and  educational  systems,  and 
the  demography  of  the  labour  force  affect  the  labour  market  equation? 
What  are  the  observed  policy  orientations  of  governments  in  sub- 
Saharan  Africa  on  employment  promotion?  The  chapter  will  address 
these  and  related  issues. 


Employment,  unemployment  and  underemployment  in 
sub-Saharan  Africa 

The  sector  distribution  of  employment  in  Africa  shows  that  agri¬ 
culture  is  still  the  primary  source  of  employment.  For  sub-Saharan 
Africa  the  share  of  employment  in  agriculture  by  the  end  of  the  1980s 
was  about  67.6  per  cent,  followed  by  services  at  about  24.7  per  cent 
and  industry  at  about  7.7  per  cent.4  Comparison  with  the  corres¬ 
ponding  figures  for  1965  showed  a  shift  away  from  agricultural 
employment  of  about  11  per  cent.  Industrial  employment  had  also 
declined  slightly  from  about  8.1  per  cent,  while  service  sector 
employment  had  almost  doubled  from  about  12.9  per  cent. 

In  sub-Saharan  Africa  the  modern  waged  employment  sector 
accounts  for  a  small  proportion  of  total  employment,  while  the 
biggest  proportion  is  contributed  by  self-employment,  mainly  in  the 
smallholder  agricultural  sector  or  the  informal  sector.  The  overall 
figure  for  sub-Saharan  Africa  is  in  the  neighbourhood  of  10  per  cent, 
indicating  the  very  small  size  of  the  formal  sector  compared  with 
that  of  the  industrialized  countries.  The  figures  for  Nigeria  and 
Tanzania  are  about  10  per  cent  and  for  Kenya  and  Ghana  about  16 
per  cent.5  Governments  dominate  the  waged  employment  sector  in 
all  four  countries. 

The  conventional  concept  of  unemployment  refers  to  those  of 
working  age  who  satisfy  the  three  criteria  of  being  'without  work', 
'currently  available  for  work'  and  'seeking  work',  where  'work'  is 
broadly  conceived  as  being  gainful  activity  in  either  paid  employ¬ 
ment  or  self-employment.  Countries  differ  in  their  sources  of 
information  for  compiling  unemployment  rates.  Even  among  the 
sampled  countries,  with  the  possible  exception  of  Nigeria,  the 
current  positions  regarding  unemployment  are  difficult  to  address. 
According  to  one  United  Nations  source  urban  unemployment  in 
the  region  has  increased  from  about  10  per  cent  in  the  mid-1970s  to 
about  18  per  cent  over  the  1980s,  and  is  expected  to  rise  to  31  per  cent 
during  the  1990s.6  Open  unemployment  in  sub-Saharan  African 
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economies  is  primarily  an  urban  problem,  affecting  mainly  young 
people  with  schooling  at  primary,  secondary  or  higher  levels.  The 
gender  characteristic  of  unemployment  is  not  all  that  clear,  with 
some  regions  having  a  higher  level  of  female  unemployment  than 
others. 

In  Nigeria  the  latest  figures  (March  1993)  on  unemployment 
showed  that  there  was  not  much  difference  between  urban  and  rural 
unemployment  (4.2  and  4.0  per  cent  respectively),  that  most  of  the 
unemployed  were  secondary  school  leavers  in  the  age  group  15-24, 
and  that  the  sex  composition  of  the  unemployed  was  about  equal  in 
the  urban  areas,  while  unemployment  among  males  appeared  to  be 
more  prevalent  in  the  rural  areas.  The  educational  and  age  character¬ 
istics  of  the  unemployed  also  hold  for  the  period  since  1986  for  which 
data  were  available.  Similar  statistics  on  the  unemployed  were  hard 
to  come  by  for  Ghana  because  no  labour  force  survey  has  been 
conducted  so  far  (one  is  planned  for  1994). 

In  both  Kenya  and  Tanzania  unemployment  is  primarily  an  urban 
phenomenon.  In  the  former  about  66  per  cent  of  the  unemployed 
were  between  20  and  29  years  of  age  with  the  gender  composition 
being  about  52  per  cent  female  and  48  per  cent  male.  In  the  latter, 
unemployment  was  highest  in  the  15-19  age  group  at  31.9  per  cent, 
with  female  unemployment  higher  at  33.8  per  cent  compared  with 
30  per  cent  for  males.  In  both  countries  most  of  the  unemployed  had 
completed  primary  or  secondary  school,  with  the  male  unemployed 
showing  slightly  more  years  of  schooling. 

In  general,  a  person  was  considered  underemployed  if  he  worked 
fewer  than  the  normal  hours  and,  not  being  content  with  part-time 
work,  had  been  looking  for  alternative  work.  Underemployment 
measures  based  on  the  hours  worked  gave  indications  of  visible 
underemployment  (rather  than  invisible  underemployment,  which 
took  into  account  incomes  and  productivity  issues).  Reliable  data  on 
the  extent  of  underemployment  are  difficult  to  obtain,  but  together 
with  low  productivity  it  continues  to  be  a  major  problem. 

A  typical  feature  of  African  countries  that  has  been  gaining 
increasing  importance  over  the  last  decade  is  the  informal  sector. 
Growth  of  the  informal  sector  is  taken  to  be  an  indication,  among 
other  things,  of  economic  downturns  in  so  far  as  it  harbours 
unemployed  young  people  and  persons  who  have  lost  their  jobs  in 
the  formal  sector,  and  who  prefer  to  eke  out  a  livelihood  often 
through  low  productivity  employment  and  other  survival  activities. 
The  definition  of  the  informal  sector  differs  from  country  to  country: 
its  importance  in  African  economies,  however,  is  clearly  conveyed 
by  its  size.  The  sector  accounts  for  more  than  half  of  the  employment 
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in  the  urban  sector  and  for  about  a  quarter  of  total  employment  in 
the  economy.7  This  makes  the  sector  a  potential  source  for  generating 
productive  employment  in  view  of  declining  employment  oppor¬ 
tunities  in  the  formal  sector. 

While  slow  economic  growth  and  the  process  of  structural 
adjustment  may  have  curtailed  the  capacity  of  most  sub-Saharan 
African  economies  to  generate  sufficient  employment  opportunities, 
there  are  also  factors  on  the  supply  side  of  the  labour  market 
equation  that  are  contributing  to  the  increasing  imbalance  between 
the  demand  for  and  supply  of  labour.  These  supply  side  factors 
include  rapid  population  growth,  the  increasing  number  of  new 
entrants  to  the  labour  markets  from  academic  and  training  establish¬ 
ments,  increasing  participation  rates  among  sections  of  the  working 
age  population,  particularly  females,  and  increasing  rural-urban 
migration.  Other  factors  that  may  affect  the  level  of  labour  supply 
include  the  level  of  wages  as  well  as  the  status  of  labour  market 
information,  although  their  effects  in  the  African  setting  may  not 
have  been  investigated  adequately.  We  will  now  address  the  supply 
side  factors  considered  important  in  the  specific  sub-Saharan  Africa 
context. 

THE  DEMOGRAPHY  OF  THE  LABOUR  FORCE 

Population  growth  is  recognized  as  the  most  important  supply 
shifter  in  African  economies,  where  the  rate  of  population  growth  is 
generally  high.  The  African  population  has  increased  from  222 
million  in  1950  to  362  million  in  1970  and  642  million  in  1990,  and  is 
projected  to  reach  866  million  by  the  year  2000.  These  population 
sizes  reflect  growth  rates  increasing  from  2.21  per  cent  in  1950-5  to 
a  peak  of  2.99  for  the  period  1985-1990  and  2.97  per  cent  for  the 
period  to  the  year  2000.8  The  same  source  indicates  that  Africa's  rate 
of  increase  in  population  has  exceeded  the  rest  of  the  world,  except 
for  the  1950-5  period  when  Latin  America  was  higher  at  2.73  per 
cent. 

The  sampled  countries  are  not  exceptions  and  population  growth 
in  these  countries  has  invariably  been  high,  ranging  from  about  2.6 
per  cent  in  Ghana  to  2.9  per  cent  in  Nigeria,  3  per  cent  in  Tanzania 
and  about  3.34  per  cent  in  Kenya.9  Whether  the  high  rates  of  popu¬ 
lation  growth  are  brought  under  control  or  not,  the  high  birth  rates 
over  the  recent  past  could  mean  excess  pressure  on  the  supply  side 
of  the  labour  market  in  the  immediate  future  as  the  cohorts  from 
those  periods  attain  working  age. 

Besides  high  population  growth  per  se,  the  youthful  character  of 
the  population  is  a  demographic  feature  that  could  exacerbate 
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unemployment  and  underemployment  conditions  in  the  coming 
years.  For  example,  this  characteristic  of  the  population  is  shared  by 
all  four  countries  in  the  study:  the  0-14  age  group  is  46.7  per  cent  for 
Ghana  (1985),  52.5  per  cent  for  Kenya  (1985),  48.3  per  cent  for  Nigeria 
and  45.6  per  cent  for  Tanzania  (1988).10  Furthermore,  unlike  any  other 
region  in  the  world,  the  economically  active  population  aged  20-35 
in  sub-Saharan  Africa  is  projected  to  grow  at  the  high  rate  of  over 
3  per  cent  per  year  beyond  the  year  2000.H 

INCREASING  PARTICIPATION  RATES 

The  labour  force  participation  rate  is  the  proportion  of  the  working 
age  population  that  is  economically  active  during  the  reference 
period  (usually  a  week).  Using  such  conventions  the  labour  force 
therefore  excludes  the  discouraged  workers  -  those  persons  who 
have  given  up  job  search  for  whatever  reasons  -  as  well  as  females 
doing  housework  in  their  own  homes,  among  others.  There  is 
evidence  that  as  circumstances  improve  (better  employment  pros¬ 
pects,  for  example)  discouraged  workers  and  an  increasing  number 
of  the  female  population  join  the  labour  force. 

Different  sources  have  been  canvassed  to  obtain  some  indications.12 
In  Tanzania,  about  41  per  cent  of  the  urban  female  population  were 
economically  inactive  and  constitute  a  potential  labour  force  if  appro¬ 
priate  circumstances  prevail.  The  same  could  be  said  of  the  other 
countries  in  the  study.  In  Kenya  the  male  participation  rate  was 
much  higher  at  82.2  per  cent  compared  with  55.8  per  cent  for  females. 
Female  participation  in  the  urban  labour  force  had  been  increasing 
to  reach  this  level  from  a  level  of  36  per  cent  in  1978.  In  Nigeria  the 
participation  rate  for  males  in  the  urban  area  was  75.2  per  cent 
compared  with  49.9  per  cent  for  females  and  in  the  rural  areas  74.4  per 
cent  compared  to  34.7  per  cent.  In  Ghana,  where  45.4  per  cent  of  the 
total  population  (1984)  was  economically  active  with  the  male  and 
female  rates  being  44.9  per  cent  and  45.8  per  cent  respectively,  the 
low  proportion  of  females  in  the  labour  force  by  1990  indicates  that 
females  are  more  likely  to  be  involuntarily  inactive  and  therefore  a 
potential  labour  supply  if  encouraging  circumstances  prevail. 

OUTPUT  OF  EDUCATIONAL  AND  TRAINING  INSTITUTIONS 
Probably  one  of  the  more  important  factors  on  the  supply  side  of  the 
labour  market  equation  in  African  economies  is  the  large  annual 
inflow  of  new  entrants  to  the  labour  force  composed  mainly  of 
school  leavers  (drop-outs  or  graduates)  from  the  various  levels  of  the 
educational  and  training  establishments.  The  oversupply  of  this 
category  of  the  labour  force,  given  past  and  present  demand 


22 


REGIONAL  STUDIES 


patterns,  is  reflected  in  the  very  high  rate  of  youth  unemployment 
prevalent  in  many  African  countries. 

Enrolment  ratios  provide  good  indications.13  In  Ghana  the  primary 
school  and  secondary  school  enrolment  ratios  both  improved  during 
the  1980s  compared  with  earlier  periods.  By  1988  the  primary  school 
enrolment  ratio  stood  at  about  73  per  cent  and  the  latter  stood  at  39 
per  cent.  According  to  projections,  the  labour  supply  from  Ghana's 
education  system  is  estimated  to  grow  at  the  rate  of  40  per  cent  over 
the  1992-6  period.  The  primary  school  enrolment  ratio  for  Kenya 
increased  sharply  from  58  per  cent  in  1970  to  95  per  cent  in  1975  and 
stood  at  about  the  same  level  of  94  per  cent  by  1989,  while  the  school 
system  doubled  from  6,657  to  15,465  between  1972  and  1992.  The 
secondary  school  enrolment  ratio  grew  from  9  per  cent  in  1970  to  23 
per  cent  in  1988.  The  primary  school  enrolment  ratio  for  Nigeria  and 
Tanzania  rose  from  37  per  cent  and  34  per  cent  in  1970  to  about  70 
per  cent  and  63  per  cent  respectively  by  1989,  while  during  the  same 
time  the  ratios  for  secondary  school  enrolment  rose  from  4  per  cent 
and  3  per  cent  to  19  per  cent  and  4  per  cent  respectively.  In  both 
countries  higher  levels  of  enrolment  were  achieved  for  primary 
schools  during  the  late  1970s  and  early  1980s,  while  secondary 
school  enrolment  in  Tanzania  appears  to  have  increased  very  little. 

What  can  be  generalized  from  the  above  indicators  is  that  the 
educational  and  training  systems  have  witnessed  significant  expan¬ 
sion  over  the  years.  Furthermore,  very  few  of  those  enrolled  in 
primary  school  end  up  in  secondary  schools  and  even  fewer  in 
tertiary  institutions.  The  balance  simply  appear  as  new  entrants  to 
the  labour  market  at  different  levels  of  the  school  system  and  are 
poorly  equipped  with  self-employment  skills  (this  is  also  true  of 
most  graduates). 

Besides  sheer  numbers  in  the  output  of  the  education  and  training 
systems,  the  problem  of  mismatches  in  the  demand  and  supply  of 
skill  can  also  aggravate  the  unemployment  problems  of  new  entrants 
to  labour  markets.  According  to  one  source  the  increasing  tendency 
of  students  in  Africa  to  favour  general  secondary  education  rather 
than  vocational  training  or  the  observed  preference  at  tertiary  levels 
for  courses  in  arts  and  humanities  rather  than  science  and  tech¬ 
nology  may  aggravate  the  mismatch  problem.14 

A  number  of  vital  research  questions  remain  to  be  raised  in 
connection  with  the  output  of  the  educational  and  training 
establishments  in  the  regions.  Are  the  skills  being  developed  by 
these  institutions  of  the  type  and  quality  required  by  employers  and 
are  they  compatible  with  current  levels  of  technology?  To  what 
extent  can  the  curricular  content  of  educational  institutions  be 
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improved  to  meet  the  demand  for  specialized  skills?  How  flexible 
are  trainees  to  shift  between  occupations?  How  do  levels  of  skill  and 
the  corresponding  wages  vary  across  different  workplaces  (multi¬ 
nationals,  public  sector,  etc.)?  It  appears  that  very  little  relevant 
research  has  been  done  in  this  area  in  the  specific  context  of  the 
region. 

RURAL-URBAN  MIGRATION 

Rural-urban  migration  has  been  one  of  the  supply  factors  that  has 
exacerbated  urban  unemployment  in  African  countries  as  in  other 
developing  regions.  Indications  of  the  level  of  rural-urban  migration 
are  provided  by  the  growth  of  urban  centres,  where  rural  migrants 
account  for  the  rapid  growth  of  the  urban  population  (besides  the 
natural  growth  of  the  population  within  the  urban  centres  them¬ 
selves).15  Tanzania's  urban  population  was  about  32.8  per  cent  of  total 
population  in  1990  compared  with  16.5  per  cent  in  1980,  while  the 
corresponding  figures  for  Ghana  and  Nigeria  were  33  per  cent  and 
35.2  per  cent  respectively  in  1990  compared  with  30.7  per  cent  and 
27.1  per  cent  respectively  a  decade  earlier.  In  Kenya  rural-urban 
migration  proceeded  at  an  average  rate  of  6.5  per  cent  per  annum 
between  1975  and  1992,  raising  the  urban  population  from  2.3 
million  to  approximately  5.2  million,  which  created  an  urban 
population  of  about  25  per  cent.  For  Africa  as  a  whole,  urban 
population  was  about  34  per  cent  of  total  population  in  1990,  exactly 
the  same  proportion  as  in  Asia,  but  less  than  half  the  figure  for  Latin 
America  (72  per  cent). 

It  is  speculated  by  some  that  improved  terms  of  trade  in  favour  of 
the  rural  areas  due  to  SAPs  may  have  narrowed  the  urban-rural 
incomes  gap  and  not  only  discouraged  rural-urban  migration  but 
even  induced  a  reverse  flow.  Although  a  subject  for  further  research, 
such  speculations  may  partly  account  for  the  increases  recently 
observed  in  the  agricultural  labour  force  in  Ghana  compared  with 
the  labour  force  allocation  in  other  sectors. 

OTHER  LABOUR  SUPPLY  ISSUES 

Other  factors  that  may  affect  labour  supply  include  the  level  of 
wages,  the  status  of  labour  market  information,  social  security 
schemes,  and  labour  legislation.  However  the  influence  of  these 
factors  can  be  expected  to  be  not  so  significant  in  the  region,  in  view 
of  the  small  size  of  paid  employment  compared  with  self-employment, 
and  the  dominance  of  demographic  factors  in  the  labour  supply 
situation.  Individual  labour  supply  behaviours,  in  particular  the 
effect  of  wage  increases  on  labour  supply  (elasticity  of  hours  of  work 
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with  respect  to  wages,  for  example),  have  not  been  sufficiently 
investigated  in  the  context  of  African  labour  markets  in  general  or 
the  countries  analysed  here  in  particular.  While  the  mostly  theoretic¬ 
al  ramifications  of  the  determinants  of  labour  supply  may  have  had 
little  policy  significance  for  the  region  in  the  past,  due  to  the  small 
size  of  the  formal  sector,  more  research  in  these  aspects  may  have 
increasing  benefits  as  labour  markets  become  more  developed. 


Labour  market  institutions 

Besides  the  demand  and  supply  factors  raised  in  the  preceding 
sections,  various  types  of  institutions  can  also  exert  influence  and 
interact  in  labour  markets.  These  labour  market  institutions  include 
labour  organizations,  employers'  organizations  and  government 
organizations  and  legislation  in  regard  to  labour  issues.  To  what 
extent  do  these  labour  market  institutions  affect  labour  market 
imbalances  in  African  economies  in  general  and  in  the  countries 
being  analysed  in  particular? 

It  is  difficult  to  provide  satisfactory  answers  to  questions  about 
the  effects  of  labour  unions  and  employers'  organizations  as  these 
areas  have  not  yet  been  adequately  researched.  Neither  has  the 
impact  of  government  labour  market  institutions  been  properly 
assessed,  although  there  are  indications  that  such  institutions  (the 
National  Directorate  of  Employment  in  Nigeria,  for  example)  have 
contributed  to  easing  the  pressures  of  unemployment  significantly. 
By  and  large,  however,  the  relevant  labour  market  institutions  in  all 
the  countries  under  study  have  been  operating  through  a  tripartite 
forum  involving  the  government,  employers'  associations  and  the 
labour  unions. 

In  the  context  of  the  industrialized  countries,  increased  unioni¬ 
zation  has  been  observed  to  correspond  with  increased  levels  of 
unemployment.  Does  the  same  generalization  apply  to  the  African 
setting?  As  stated  earlier,  there  is  no  evidence  one  way  or  the  other 
as  this  is  a  poorly  researched  area.  However,  on  an  a  priori  basis  the 
answer  could  well  be  negative.  The  reasons  why  trade  union  activity 
may  not  have  a  significant  impact  on  the  level  of  unemployment 
arise  not  only  from  the  undeveloped  features  of  labour  markets,  or 
from  various  restraints  on  trade  union  activity  in  the  region,  but  also 
from  the  very  small  size  of  the  waged  employment  sector  which,  as 
stated  earlier,  accounts  for  only  10  per  cent  of  total  employment  in 
the  sub-Saharan  African  region.  Relevant  research  in  the  area, 
however,  could  prove  to  be  useful  in  the  future  as  part  of  the  effort 
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to  evolve  appropriate  policies  to  promote  productive  employment. 

Besides  the  influence  of  labour  organizations  and  employers 
(through  the  bargaining  process  or  otherwise)  on  labour  markets, 
one  type  of  government  legislation  that  has  the  potential  to  affect  the 
level  of  unemployment  is  the  setting  of  minimum  wages.  Enforced 
minimum  wages  provide  a  floor  for  the  wage  structure  below  which 
it  is  not  acceptable  to  hire  labour.  As  such,  the  policy  could  help  raise 
the  incomes  of  the  poor.  But  there  is  a  trade-off  between  the 
increased  income  level  due  to  the  legislation  and  the  cost  in  terms  of 
lost  employment  opportunities  due  to  the  loss  of  downward  wage 
flexibility.  In  the  context  of  African  economies  it  may  not  be 
unreasonable  to  maintain  that  the  risk  of  minimum  wage  policies 
resulting  in  unemployment  is  rather  minimal.  This  follows,  apart 
from  the  small  size  of  the  wage  sector  in  these  economies,  from  the 
fact  that  minimum  wage  setting  generally  involves  the  tripartite 
forum  consisting  of  representatives  of  workers,  employers  and 
government,  so  that  a  degree  of  consensus  may  prevail  as  regards 
the  level  at  which  the  minimum  wages  are  set.  Furthermore,  in  the 
prevailing  SAP  environment  of  the  countries  analysed,  the  tendency 
may  be  to  either  set  minimum  wages  (market  distortions)  very  low 
or  to  loosen  their  enforcement. 


Generating  productive  employment:  limits  and 
alternatives 

MARKETS  AND  THE  STATE  IN  EMPLOYMENT  GENERATION 
The  ultimate  solution  to  the  unemployment  and  underemployment 
problem  in  Africa,  as  for  elsewhere  in  the  developing  world,  could 
rest  on  accelerated  growth  performance.  According  to  the 
conventional  economic  wisdom,  sustained  economic  growth  driven 
by  a  dynamic  private  sector  may  deliver  near  to  full  employment  of 
the  labour  force.  The  reality  for  sub-Saharan  Africa  as  witnessed 
over  the  last  two  decades,  however,  was  much  more  discouraging. 
Africa  has  undergone  persistent  decline  in  economic  performance 
over  the  period.  The  employment  challenge  facing  Africa  is  not  only 
to  reverse  this  trend  but  also  to  achieve  a  high  rate  of  growth  over 
the  decade  to  overcome  its  growing  unemployment  problem. 

This  does  not  promise  to  be  an  easy  task,  even  if  it  is  attainable, 
since  the  rapidly  growing  labour  force  in  sub-Saharan  Africa  has 
alarming  implications  for  prospects  of  generating  productive  employ¬ 
ment.  The  Report  on  the  World  Social  Situation  1993  states  that  the 
developing  economies  in  Africa  need  to  grow  at  the  rate  of  7  per  cent 
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per  annum  during  the  present  decade,  and  this  rate  does  not  even 
take  into  account  the  existing  unemployed  and  underemployed.16 
The  question  is,  can  African  economies  generate  sufficient  savings 
and  investment  to  achieve  the  rate  of  growth  needed  to  absorb  the 
increasing  labour  force?  The  implied  gross  investment  ratio  is  of  the 
magnitude  of  32-35  per  cent,  and  if  past  experience  is  anything  to  go 
by  this  would  be  a  daunting  task  for  most  of  sub-Saharan  Africa. 
Only  three  African  countries  (Botswana,  Egypt  and  Mauritius)  have 
attained  such  high  growth  rates  and  investment  ratios.17 

Can  investment  in  Africa  be  significantly  enhanced  through 
foreign  capital  inflows?  Recent  global  developments  do  not  allow 
one  to  adopt  an  optimistic  stance  on  this  issue.  It  is  becoming 
common  knowledge  that  direct  foreign  investment  generally  takes 
place  within  and  between  the  developed  economies  and  to  the  extent 
that  it  occurs  within  developing  countries  it  is  often  among  the 
relatively  better  off.  To  quote  Griffin  and  Khan:  'The  poorer  the 
country  and  the  lower  its  rate  of  growth,  the  less  likely  it  will  be  to 
attract  foreign  capital  -  unless  of  course  it  happens  to  possess  a  rich 
source  of  raw  materials.'18 

The  only  sources  of  capital  inflows  that  can  assist  in  supporting 
economic  growth  in  African  economies  in  the  immediate  future 
appear  to  be  foreign  aid  and  whatever  loans  are  available  from 
international  sources  like  the  IMF  and  the  World  Bank.  Both  these 
sources,  however,  have  their  limitations.  It  has  become  increasingly 
evident  that  the  elongated  recession  in  the  Western  world  has 
severely  curtailed  the  capacity  of  developed  countries  to  donate 
international  development  assistance.  The  share  of  foreign  aid  as  a 
proportion  of  GNP  has  been  declining.  The  fact  that  the  trans¬ 
forming  countries  of  Eastern  Europe  have  now  become  potential 
recipients  of  Western  aid  also  suggests  that  less  of  the  dwindling 
foreign  aid  resources  will  ultimately  find  its  way  to  African  econo¬ 
mies.  This  is  also  true  of  other  forms  of  foreign  capital.  As  capital 
tends  to  flow  in  the  direction  of  lowest  risk  and  highest  returns,  the 
relatively  well-developed  productive  structures  and  higher  pro¬ 
portion  of  skilled  labour  in  the  transforming  economies  may  provide 
a  more  attractive  environment  than  the  region  of  Africa. 

Besides  the  rather  grim  prospect  regarding  the  region's  capacity 
to  attract  foreign  capital  in  order  to  bolster  domestic  investment,  a 
number  of  other  factors  may  also  constrain  the  generation  of 
productive  employment  through  accelerated  economic  growth. 
These  include  the  region's  inability  to  overcome  the  debt  crisis,  the 
slow  pace  of  global  recovery,  and  the  region's  as  yet  uncertain 
capacity  to  benefit  from  the  economic  recovery  and  SAPs  undertaken 
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through  most  of  the  last  decade.  Particularly  important,  as  regards 
the  latter,  are  the  extent  to  which  such  programmes  have  em¬ 
powered  the  region  to  reduce  its  dependence  on  a  few  export  com¬ 
modities  and  to  rationalize  its  production  technology  in  accordance 
with  its  factor  endowments.  TTie  evidence  to  date  does  not  appear 
encouraging. 

Equally  worrying  is  the  observed  phenomenon  of  jobless  growth 
which,  according  to  the  Human  Development  Report  1993 ,  afflicts  both 
developed  and  developing  countries.  The  report  estimates  that  'less 
than  a  third  of  the  increase  in  output  in  the  developing  countries, 
between  1960  and  1987,  came  from  increased  labour,  more  than  two 
thirds  from  increases  in  capital  investment'.19  The  implied  low 
elasticity  of  employment  with  respect  to  output  therefore  means  that 
economic  growth  (GNP)  in  itself  may  not  suffice  to  fully  absorb  the 
unemployed  and  underemployed  labour  resources  in  African  econo¬ 
mies,  even  at  the  relatively  high  rate  of  7  per  cent  per  annum 
indicated  earlier. 

There  appears  to  be  a  renewed  awareness  of  the  gravity  of  the 
unemployment  problem  in  African  countries  and  a  move  towards 
open  commitment  in  the  form  of  'New  Employment  Policies'  is  in 
the  process  of  being  drafted  or  finalized  in  a  number  of  these 
countries.  The  commitment  to  new  employment  policies  comes 
against  the  background  of  numerous  ad  hoc  measures  and  active 
interventions  to  promote  national  employment,  particularly  in  order 
to  contain  the  adverse  effects  resulting  from  the  implementation  of 
SAP  packages  widely  implemented  in  the  1980s. 

The  four  countries  under  consideration  have  all  demonstrated 
such  a  commitment  to  employment  promotion  through  various 
programmes  and  strategies  in  the  past.  Employment  policies  in  these 
countries  have  been  observed  to  straddle  two  incompatible  policy 
paradigms  regarding  the  extent  of  government  intervention  in 
labour  market  and  employment  issues:  the  non-interventionist  and 
interventionist  strands  within  the  free  market  economic  system.  On 
the  one  hand  countries  appear  to  subscribe  to  the  non-interventionist 
doctrine  by  submitting  to  the  conditionalities  of  the  Bretton  Woods 
institutions,  while  on  the  other  hand  they  appear  to  be  willing  to 
intervene  directly  and  actively  in  the  creation  of  employment 
opportunities.  Typically,  they  subscribe  to  the  SAP  packages  but 
subsequently  find  that,  in  order  to  contain  the  social  costs  of 
adjustment,  they  have  to  intervene  actively  in  trying  to  overcome 
aggravated  unemployment  levels. 

While  limited  intervention  is  considered  permissible,  even  within 
the  non-interventionist  paradigm,  on  grounds  of  market  failure,  the 
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problem  facing  the  African  countries  appears  to  be  so  grave  that  full- 
scale  intervention  will  be  required  to  overcome  unemployment  and 
underemployment.  The  unexpectedly  long  duration  of  time  required 
by  SAPs  to  show  concrete  results  compounds  the  problem. 

This  raises  disturbing  questions  as  to  the  relevance  of  calls  for  a 
minimalist  state  in  the  African  context.  Reconciling  these  calls  with 
the  backlog  of  traditional  functions  of  the  state  (which  could  be 
overcome  through  labour-intensive  methods)  may  be  a  dilemma 
with  which  African  countries  will  increasingly  be  confronted.  The 
abundance  of  unaccomplished  traditional  functions  of  the  state,  in 
particular  undeveloped  physical  and  social  infrastructure,  is  in¬ 
creasingly  being  paralleled  by  the  abundance  of  unemployed  and 
underemployed  labour  resources.  Putting  these  two  together  to 
generate  productive  employment  may  require  nothing  less  than  an 
active  interventionist  state,  and  the  magnitude  of  the  intervention 
required  to  accomplish  this  task  would  go  counter  to  the  operating 
guidelines  of  the  major  sources  of  international  finance. 

Africa's  policy  dilemma  with  regard  to  the  employment  and 
unemployment  issue  arises,  therefore,  from  two  sources.  The  first  is 
its  heavy  dependence  on  the  financial  resources  of  the  Bretton 
Woods  institutions,  whose  policies  appear  to  have  the  hallmarks  of 
the  non-interventionist  paradigm.  This  dependence  limits  the  policy 
alternatives  available  to  governments  as  there  appears  to  be  no  way 
around  the  conditionalities  that  standard  SAPs  impose.  Failure  to 
comply  with  the  conditionalities  may  result  in  the  withdrawal  of 
much-needed  finance.  In  the  absence  of  alternative  sources,  such  a 
withdrawal  could  reverse  economic  reforms  and  aggravate  con¬ 
ditions  of  unemployment,  underemployment  and  poverty.  The  impli¬ 
cation  for  employment  and  unemployment  issues  arising  from 
conditionalities  which  restrict  public  expenditures  and  require  the 
minimization  of  state  involvement  is  that  the  creation  of  employ¬ 
ment  should  be  left  to  the  private  sector,  with  the  government 
having  little  or  no  role  in  job  creation.  Entrepreneurs  in  the  private 
sector  would  then  have  to  bear  the  burden  of  generating  jobs. 

This  brings  us  to  the  second  source  of  the  dilemma.  Most  African 
countries  are  still  deficient  in  the  desired  type  of  entrepreneurial 
capacity  and  also  lack  the  enabling  environment  for  the  develop¬ 
ment  of  a  dynamic  private  sector  -  a  condition  presumably  being 
rectified  through  SAP  packages.  It  follows,  therefore,  that  the  private 
sector  is  not  developed  sufficiently  to  enable  it  to  assume  the 
vanguard  role  of  tackling  the  problem  of  employment  and  unem¬ 
ployment.  This  necessarily  imposes  an  active  interventionist  role  on 
the  state.  Left  to  free  market  arbitration  this  condition  could  under- 
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mine  social  justice  and  aggravate  poverty  and  inequality.  The 
absence  or  inadequacy  of  social  safety  nets,  as  well  as  the  initial  level 
of  poverty  in  which  the  least  developed  countries  of  Africa  are 
found,  also  means  that  even  very  low  levels  of  unemployment  can 
result  in  severe  social  consequences.  Backward  and  underdeveloped 
markets  also  translate  into  a  bigger  role  for  the  state.  Furthermore, 
the  nature  of  the  political,  economic  and  institutional  structures  in 
most  of  these  countries  may  require  an  extended  period  of  structural 
adjustment  for  the  creation  of  the  desired  free-market  structures. 
Strong  state  intervention  to  mediate  the  transition  may  also  be 
required. 

Given  the  above  pros  and  cons,  there  appears  to  be  a  solid  case  for 
active  government  intervention  in  the  generation  of  productive 
employment.  Such  an  approach  to  job  creation  becomes  an  imperative 
not  only  to  contain  the  spread  of  poverty  and  inequality,  but  also  to 
maintain  social  order  and  preserve  harmonious  industrial  relations 
(Ghana)  and  avoid  social  unrest  triggered  by  massive  unemployment 
situations,  as  witnessed  in  Nigeria  in  May  1993. 

However,  situations  among  countries  in  the  region  differ.  For 
some  African  countries,  existing  structures  may  be  more  readily 
transformable  and  the  prospects  of  accelerated  economic  growth 
may  be  better  than  for  others,  so  that  the  challenge  posed  by  unem¬ 
ployment  may  be  easily  resolved  through  free  market  policies  with 
minimal  government  intervention.  Such  is  probably  the  case  of 
Kenya,  where  the  Report  of  the  high-level  Presidential  Committee 
on  Employment  has  pointed  out  that  the  problem  of  finding  employ¬ 
ment  for  the  expected  10  million  new  entrants  into  the  labour  force 
over  the  next  two  decades  requires  nothing  less  than  a  trans¬ 
formation  of  the  economy  in  which  'the  predominantly  rural  agri¬ 
cultural  economy  is  progressively  transformed  into  urban-industrial 
orientation'.20  Consistent  with  the  non-interventionist  paradigm,  the 
vanguard  role  is  to  be  played  by  private  enterprise  while  the  state, 
which  is  not  to  engage  in  directly  productive  and  commercial 
activities,  has  the  limited  role  'of  creating  an  enabling  environment 
for  private  enterprise'.21 

For  many  others  the  prospects  for  sustained  economic  growth 
may  be  grimmer.  The  possibility  of  overcoming  the  unemployment 
problem  through  total  reliance  on  market  forces  may  not  only  be 
unrewarding,  but  could  also  lead  to  detrimental  social  consequences. 
Adopting  the  pragmatic  solution  of  adhering  to  interventionist 
strategies  whenever  the  need  justifies  it,  even  at  the  risk  of  reduced 
international  finance,  may  be  the  only  option  left  to  many  such 
countries.  With  the  support  of  international  finance,  however,  such 
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an  approach  could  prove  even  to  be  superior,  at  least  in  the  short  run, 
if  it  could  be  made  not  only  to  contain  short-term  problems  of  unem¬ 
ployment  and  underemployment,  but  also  to  contribute,  through  the 
choice  of  appropriate  interventions,  to  the  enhancement  of  the 
private  sector. 

ACTIVE  LABOUR  MARKET  INTERVENTION 

Besides  the  traditional  roles  it  undertakes  in  support  of  the  free 
enterprise  market  economy,  the  state  also  assumes  the  active  role  of 
addressing  unemployment  through  a  variety  of  interventions.  Such 
active  labour  market  intervention,  which  in  this  usage  refers  to  direct 
government  actions  for  creating  jobs,  providing  counselling,  training 
and  retraining  and  other  support  services  in  order  to  combat  unem¬ 
ployment,  has  been  a  visible  policy  component  in  some  African 
economies  over  the  last  decade.  The  need  to  ameliorate  the  adverse 
social  consequences  of  economic  recovery  and  structural  adjustment 
programmes  has  underscored  the  value  of  such  interventions. 
Ghana  and  Nigeria  provide  notable  examples  with  implications  for 
future  employment  policy  in  the  region. 

In  the  case  of  Ghana  where  an  unavoidable  feature  of  the 
economic  reform  programme  involved  the  reorganization  of  labour 
in  the  public/civil  services,  the  need  for  retrenchment  in  these 
services  was  felt  early  in  the  economic  recovery  programme.  Active 
labour  market  policy  seemed  imminent  in  order  to  remedy  the 
situation  while  relocating  the  unemployed  (retrenched)  into 
productive  employment.  Hence,  'confronted  with  a  weak  economy 
and  an  unproductive  labour  force,  the  Government  adopted  a  labour 
policy  that  would  reduce  the  size  of  the  services  and  at  the  same  time 
retained  its  efficiency  and  viability'.22  By  June  1987  the  Redeployment 
Management  Committee  (RMC)  was  appointed  with  the  mandate  to 
undertake  the  task  of  the  labour  redeployment  programme  which 
managed  to  redeploy  a  total  of  60,000  by  1992.23 

Among  the  important  features  of  this  active  labour  market  policy 
are  those  project  components  which  ensure  that  the  retrenched 
workers  are  helped  to  adjust  to  new  working  conditions  through 
counselling  and  placement  services,  training  and  retraining  pro¬ 
grammes,  and  close  monitoring.  These  people  also  receive  a  compen¬ 
sation  package  that  includes  four  months  of  gross  terminal  salary 
and  an  end  of  service  payment  equivalent  to  two  months'  salary.  In 
addition,  those  families  that  opted  for  self-employment  in  the 
informal  sector  are  provided  with  assistance  that  includes  credit  for 
various  investments,  while  those  going  into  rural  agriculture  are 
provided  with  farm  lands  and  credit  for  implements  and  farm  inputs 
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as  well  as  extension  services.  Transitional  support  of  food  aid  is  also 
provided  until  the  first  harvest. 

Nigeria's  active  labour  market  policies  emerged  against  a  similar 
backdrop.  Economic  stagnation  had  set  in  by  the  early  1980s,  with  a 
sharp  drop  in  per  capita  incomes,  an  increasing  debt  burden  and 
worsening  social  conditions.  The  crisis  had  'a  devastating  effect  on 
the  labour  market.  Wage  employment  stagnated,  wage  structure 
compressed,  youth  unemployment  soared'.24  The  government's 
response  to  the  problem  was  the  creation  of  the  National  Directorate 
of  Employment  (NDE)  in  1986,  followed  in  1989  by  the  decree  which 
made  the  NDE  the  sole  national  agency  to  address  the  unemploy¬ 
ment  issue,  and  thereby  the  government's  primary  instrument  for 
active  labour  market  intervention.25 

AGRICULTURE  AS  A  MAJOR  SOURCE  OF  PRODUCTIVE  EMPLOYMENT 
Several  experts  identify  the  rural  sector  as  the  major  source  of  new 
jobs  for  at  least  the  next  decade.  A  good  deal  of  optimism  regarding 
the  potential  of  the  informal  sector  in  job  creation  has  also  been 
expressed.  A  number  of  international  organizations  espouse  similar 
views  with  regard  to  the  role  of  the  agricultural  and  informal  sectors 
in  providing  the  bulk  of  future  employment  in  Africa.26  The  modern 
manufacturing  sector  is  seen  as  an  unlikely  source  of  employment 
growth  in  the  region. 

The  paradox  with  agricultural  development,  from  the  point  of 
view  of  generating  productive  employment,  is  that  as  new  tech¬ 
nologies  are  adopted  in  the  development  process  and  agricultural 
productivity  increases,  only  a  declining  proportion  of  the  farm 
labour  force  is  required  to  maintain  an  increasing  level  of  farm 
output.  The  familiar  pattern  is  for  the  redundant  rural  labour  to  be 
absorbed  by  the  expanding  industrial  and  service  sectors.  This 
pattern  has  not,  however,  been  found  valid  for  sub-Saharan  Africa, 
where  agriculture  is  still  the  primary  source  of  employment  account¬ 
ing  for  over  two  thirds  of  total  employment,  with  industrial  employ¬ 
ment  at  less  than  ten  per  cent.  The  backwardness  of  agricultural 
development  in  most  of  the  region  and  the  implied  potential  for 
productivity  increases,  therefore,  account  for  the  optimism  regard¬ 
ing  the  employment  potential  of  the  sector. 

Although  the  agricultural  sector  is  credited  with  having  the  most 
potential  for  generating  productive  employment  in  the  future,  high 
population  growth  and  increasing  pressure  on  existing  lands 
threaten  to  reduce  the  employment  potential  of  the  sector.27  In  a 
number  of  countries  the  sector's  potential  for  growth  through  area 
expansion  may  be  approaching  its  limit.  The  additional  new  land  is 
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increasingly  marginal,  being  either  of  low  yield  or  requiring  invest¬ 
ment  in  irrigation  systems  and  heavy  commitments  in  terms  of  infra¬ 
structure  investment  in  order  to  ensure  the  potential  for  providing 
employment  with  incomes  above  subsistence  level.  Settling  new 
entrants  to  the  labour  market  in  self-employment  in  agriculture 
should  aim  beyond  just  keeping  the  unemployed  occupied.  If  farm 
incomes  are  too  low,  settlers  may  prefer  low  productivity  survival 
activities  in  the  informal  sector  and  thereby  exacerbate  the 
conditions  of  underemployment  and  congestion  in  urban  centres. 

There  are  a  number  of  other  constraints  which  must  be  addressed, 
particularly  when  the  object  of  the  strategy  is  to  enhance  the  absorp¬ 
tion  of  young  people  -  who  constitute  the  bulk  of  the  unemployed 
in  African  economies.  The  constraints  include:  the  traditional  pattern 
of  land  tenure  that  could  make  new  land  acquisition  difficult  to  new 
entrants  in  the  sector;  the  prohibitive  cost  of  land  clearing  and 
reclamation;  the  unavailability  of  credit  and  farm  inputs  like  fertilizers 
and  improved  varieties  of  seeds;  and  exposure  to  adverse  climatic 
conditions  on  primarily  rain-fed  farms.28 

Typically,  the  state  should  assume  the  responsibility  of  removing 
most  of  the  constraints  through  integrated  settlement  packages,  with 
part  of  the  cost  recoverable  from  the  participant  through  special 
credit  arrangements  designed  to  spread  the  debt  repayment  burden 
and  thereby  enable  the  production  unit  to  become  self-sustaining. 
Major  land  reclamation  costs,  particularly  if  they  involve  the  pro¬ 
vision  of  irrigation  facilities  to  the  participating  units,  may  take  years 
to  recover.  Limited  public  funding  for  such  employment  projects 
may  restrict  the  coverage  to  only  a  few  participants  relative  to  the 
numbers  that  need  to  be  addressed.  Besides,  it  may  also  lead  to  poor 
implementation  and  result  in  low  success  rates  in  terms  of  evolving 
viable  and  self-sustaining  production  units. 

Off-farm  work  opportunities  in  the  sector  -  such  as  fishing,  cattle 
fattening  and  traditional  processing  of  farm  products  -  have  tradition¬ 
ally  provided  the  small  farmer  with  supplementary  income  oppor¬ 
tunities,  particularly  during  the  slack  season.  Active  government 
intervention  through  the  provision  of  credit  and  marketing  outlets 
could  enhance  this  aspect  of  the  rural  sector's  potential  for  productive 
employment. 

Another  area  that  could  enhance  productive  employment,  even  in 
rain-fed  agriculture,  is  crop  diversification.  This  could  reduce  the 
seasonality  of  labour  use.  Expansion  of  irrigated  agriculture  also 
helps  increase  productive  employment  by,  among  other  things, 
spreading  labour  use  over  the  season  as  well  as  facilitating  diversi¬ 
fication  and  the  adoption  of  productivity-enhancing  technologies. 
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The  trend  towards  increasing  adoption  of  improved  technologies, 
including  agricultural  mechanization,  while  the  rural  labour  force 
continues  to  grow  could  aggravate  unemployment  and  under¬ 
employment  and  severely  limit  the  sector's  potential  for  productive 
employment.  However,  not  all  technological  innovations  on  rural 
household  farms  have  adverse  implications  for  employment  pros¬ 
pects  in  the  sector.  For  example,  the  adoption  of  innovations  that 
enhance  productivity  could  be  a  source  of  additional  employment  in 
the  rural  smallholder  sector  by  increasing  the  demand  for  labour 
needed  to  handle  the  increased  harvest.  Low  producer  prices  relative 
to  wage  rates  could,  however,  discourage  such  productivity¬ 
enhancing  technology  and  thereby  restrict  employment.  The  inter¬ 
relationships  between  employment  and  technology  can  be  complex 
and  not  readily  understood.  In  general,  however,  the  adoption  of 
technology  can  have  both  negative  and  positive  impact  on  employ¬ 
ment,  depending  on  local  circumstances,  and  must  be  subjected  to 
state  regulation  if  the  desire  is  to  minimize  adverse  employment 
impacts. 

Under  the  current  wave  of  liberalization  and  increasing  calls  for 
minimization  of  the  role  of  the  state,  particularly  in  the  African 
context,  controlling  the  adverse  employment  impact  of  technological 
progress  may  not  be  easy.  The  pressure  for  increased  competitiveness 
imposed  on  commercial  farmers  by  trade  liberalization  could  also 
induce  the  adoption  of  improved  technology  which  may  turn  out  to 
be  more  capital-intensive  than  is  justified  by  the  domestic  factor 
endowment.  Such  efforts  toward  enhancing  competitiveness  could 
limit  the  potential  of  the  agriculture  sector  for  generating  productive 
employment  for  the  increasing  rural  labour  force.  Liberalization 
could  also  lead  to  a  loss  of  competitiveness  in  the  production  of  basic 
agricultural  crops,  thereby  limiting  the  sector's  employment  potential. 
An  example  is  rice  production  in  Ghana,  where  the  local  rice  variety 
is  giving  way  to  imported  rice  offering  higher  quality  at  lower  cost. 
This  calls  for  an  active  and  judicious  intervention  by  the  state, 
because  if  left  alone  without  appropriate  corrective  action  such  a 
process  of  liberalization  may  allow  the  marketplace  to  severely 
undermine  agricultural  livelihoods. 

in  general,  the  manufacturing  sector  is  rated  as  having  the  poorest 
prospect  for  future  job  creation  in  African  countries,  primarily  due 
to  the  heavy  dependence  of  the  sector  on  imported  input  and  the 
severe  foreign  exchange  constraint  facing  most  of  these  countries. 
Scattered  evidence  indicates  that  for  all  four  countries  the  rate  of  job 
creation  in  the  modern  wage  sector,  both  public  and  private,  has  not 
kept  up  with  the  growth  of  the  labour  force.  However,  countries  still 


34 


REGIONAL  STUDIES 


differ  in  their  expectations  from  this  sector.  In  Ghana,  after  years  of 
faithful  implementation  of  the  SAP,  there  are  indications  that 
employment  in  the  private  sector  is  declining  rather  than  increasing. 
As  indicated  earlier,  the  evidence  is  that  there  may  have  been  a  shift 
in  the  labour  force  away  from  manufacturing  and  the  formal  sector, 
and  back  towards  the  rural  sector,  indicating  the  declining  potential 
for  jobs  in  the  former.  In  Kenya's  modern  waged  employment  sector, 
the  private  sector  is  expected  to  take  a  lead  in  the  growth  of  jobs  over 
the  plan  period  1994-6,  but  most  of  this  growth  is  expected  to  come 
from  small  and  medium-sized  enterprises  having  5  to  20  employees.29 

The  public  sector,  in  particular,  has  been  increasingly  unable  to 
create  new  jobs,  partly  due  to  the  reduced  capacity  for  job  creation 
in  the  sector  and  partly  due  to  the  rethinking  of  the  role  of  govern¬ 
ment  in  the  light  of  SAPs.  Implementing  SAP  packages  has  meant 
the  adoption  of  retrenchment  programmes  in  the  civil  service,  as 
well  as  the  divestiture  of  state-owned  businesses  with  the  con¬ 
sequent  reduction  of  total  public  sector  employment. 

As  indicated  earlier,  the  informal  sector  in  African  countries  grew 
quickly  in  the  1980s.  According  to  one  source,  this  sector  increased 
by  6.7  per  cent  a  year  between  1980  and  1989  in  sub-Saharan  Africa, 
which  was  substantially  faster  than  the  modem  sector;  the  sector 
also  accounted  for  about  60  per  cent  of  the  urban  work  force  by  1990.30 
The  same  source  estimated  that  the  number  of  jobs  added  to  the 
urban  labour  market  by  the  informal  sector  between  1980  and  1985 
was  about  six  million,  compared  with  the  half  million  jobs  created 
by  the  formal  sector  during  the  same  period.  Besides  the  urban 
informal  sector,  rural  non-farm  activities  which  are  also  categorized 
as  informal  have  also  been  identified  as  potential  sources  of  employ¬ 
ment.  They  include  small-scale  processing  of  agricultural  products, 
carpentry,  masonry,  weaving  and  tailoring.  Studies  have  shown  that 
most  rural  households  engage  in  part-time  non-farm  employment  to 
supplement  their  incomes,  although  increasing  numbers  of  rural 
dwellers  are  taking  up  such  activities  on  a  full-time  basis.31 

The  informal  sector  has  therefore  attracted  a  good  deal  of  the 
attention  of  policy  planners  in  Africa  as  a  potential  source  of  employ¬ 
ment,  particularly  in  view  of  the  poor  prospects  for  employment 
generation  in  the  formal  sector  of  these  economies.  The  informal 
sector,  however,  suffers  a  number  of  limitations  which  are  more  or 
less  similar  in  the  sampled  countries.  They  call  for  measures  to 
improve  the  access  to  formal  credit;  to  develop  technical  and 
managerial  skills  through  vocational  training  provided  to  entrepre¬ 
neurs  in  the  sector;  to  facilitate  the  acquisition  of  suitable  premises 
for  operators;  and  to  improve  the  availability  of  raw  materials. 
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To  these  ends  efforts  have  been  focused  on  the  need  to  increase 
the  efficiency  of  the  sector  through  the  formulation  of  new  policies 
or  reformulation  of  existing  ones  with  the  aim  of  creating  an 
enabling  environment.  Besides  such  policy  support,  however,  there 
is  also  a  need  for  direct  assistance  to  the  artisans  and  other  small 
operators  within  the  informal  sector.  Clearly  improvement  in  the 
circumstances  of  the  informal  sector  operators  (both  urban  and 
rural)  could  speed  up  their  transition  into  formal  sector  enterprises 
through  growth  in  capitalization  and  employment  at  enterprise 
level,  as  well  as  through  such  means  as  the  formation  of  producer 
cooperatives  and  associations. 


Concluding  remarks 

Agriculture  still  provides  the  bulk  of  employment  in  sub-Saharan 
Africa.  A  shift  away  from  employment  in  this  sector  was  evident 
over  the  preceding  two  and  half  decades  for  both  sub-Saharan  Africa 
as  a  whole  and  the  sampled  countries.  For  sub-Saharan  Africa  the 
share  of  industrial  employment  has  also  declined  slightly  over  the 
period  although  the  picture  is  mixed  for  the  sampled  countries  with 
both  Kenya  and  Tanzania  showing  slight  increases.  It  appears  in  all 
cases  that  there  has  been  a  shift  towards  service  sector  employment. 
Modem  sector  wage  employment  still  comprises  a  small  proportion 
of  total  employment,  about  10  per  cent  for  sub-Saharan  Africa  as  a 
whole,  while  it  ranges  between  10  and  16  per  cent  for  the  sampled 
countries. 

Unemployment  in  sub-Saharan  Africa  is  on  the  increase,  especially 
in  urban  areas,  although  the  gravity  of  the  problem  varies  between 
countries.  Evidence  from  the  sampled  countries  also  indicates  that: 

1  Youths  constitute  the  largest  proportion  of  the  unemployed  and 
the  large  majority  of  them  have  attained  some  level  of  education; 

2  The  capacity  of  the  formal  sector  to  absorb  new  labour  market 
entrants  is  stagnating  or  declining  in  all  the  sampled  countries; 

3  Although  not  very  pronounced  in  the  case  of  some  of  the  sample 
countries,  the  unemployment  rate  among  females  is  reportedly 
much  higher  than  that  of  males; 

4  The  informal  sector  has  been  growing  at  a  fast  rate  since  the  early 
1980s  and  accounts  for  more  than  half  of  the  employment  in  the 
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urban  sector  and  for  about  a  quarter  of  total  employment  in  the 

economy. 

Besides  poor  economic  growth  performances,  those  factors  which 
are  considered  important,  in  the  specific  sub-Saharan  African  context, 
for  increasing  imbalance  between  the  demand  for  and  supply  of 
labour  include  rapid  population  growth,  the  increasing  output  of 
academic  and  training  establishments,  increasing  participation  rates, 
increasing  rural-urban  migration  and,  in  some  accounts,  the  adverse 
employment  effects  of  SAPs. 

Population  growth  in  Africa,  currently  at  about  3  per  cent  per 
year,  is  faster  than  any  other  region  in  the  world.  Sub-Saharan  Africa 
is  also  the  only  region  for  which  the  economically  active  population 
in  the  age  range  20-35  is  projected  to  grow  at  the  high  rate  of  over  3 
per  cent  per  year  beyond  the  year  2000.  This  rapid  growth  in  the 
labour  force  has  alarming  implications  for  employment  prospects  in 
the  region. 

With  regard  to  employment  policies,  some  sub-Saharan  African 
countries  had  to  adopt  active  labour  market  policies,  including  direct 
measures  towards  the  generation  of  productive  employment,  during 
the  1980s.  It  appears  that  the  need  to  control  any  adverse  social 
consequences  of  unemployment  in  sub-Saharan  Africa  may  require 
a  balancing  act  between  the  role  of  market  forces  and  the  private 
sector  on  the  one  hand,  and  the  role  of  governments  and  public 
sector  investments  on  the  other. 

The  actual  events  in  the  regions  analysed  suggest  a  two-pronged 
approach  in  formulating  policies  for  generating  productive  employ¬ 
ment.  The  first  part  would  be  to  formulate  policies  and  strategies 
directed  at  encouraging  the  development  of  entrepreneurial  capacity 
in  the  private  sector.  Such  measures,  based  on  the  recognition  of  the 
crucial  role  of  market  reform,  revolve  around  the  installation  of  an 
enabling  macro-economic  environment  for  the  enhancement  of 
private  sector  initiatives. 

The  second  and  complementary  part  should  aim  at  providing  all 
members  of  the  society  who  cannot  be  absorbed  by  the  private  sector, 
and  yet  are  able  and  willing  to  work,  with  opportunities  for  pro¬ 
ductive  employment.  This  would  include  the  encouragement  of  self- 
employment  through  the  provision  of  incentives  such  as  subsidized 
credit  schemes,  tax  relief,  start-up  support  for  micro-enterprises  and 
farm  settlement  programmes.  These  should  be  aimed  at  the  unem¬ 
ployed  and  the  underemployed  in  general,  and  at  disadvantaged 
groups  such  as  young  people  and  women  in  particular.  Close 
attention  should  also  be  given  to  vocational  training  and  retraining 
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programmes  for  redeployment  in  the  private  sector  (either  in  waged 
work  or  self-employment)  as  well  as  the  direct  provision  (as  needed) 
of  productive  employment  through  public  sector  investment  pro¬ 
grammes. 

Since  the  agricultural  sector  and  the  informal  sector  have  been 
identified  as  the  more  promising  sectors  for  employment  growth  in 
the  future,  these  sectors  should  be  the  focus  of  both  policy  and 
developmental  support.  With  regard  to  the  informal  sector  the  aim 
of  policy  should  be  an  eventual  transition  to  formalization. 
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Economic  preconditions 

One  of  the  most  dynamic  and  fastest  changing  areas  in  the  sphere  of 
economic  transformation  in  the  new  market  economies  has  been  the 
labour  market  adjustment  process,  which  has  created  declining 
employment  rates  and  sharply  rising  unemployment.  The  growth  in 
economic,  social  and  demographic  tension  in  the  labour  market, 
accompanied  by  insecurity  and  fear  of  the  future,  has  become  a 
permanent  component  of  the  reforms. 

The  Central  and  Eastern  European  countries  (CEECs)  undergoing 
transformation,  including  the  former  Soviet  Union  countries  (FSU) 
but  excluding  the  former  Yugoslavia  and  East  Germany,  encompass 
a  huge  territory  and  a  population  close  to  400  million  people,  more 
than  220  million  of  whom  are  of  working  age.  These  countries  were 
and  are  at  different  stages  and  levels  of  development.  They  have 
many  peculiarities  in  administering  economic  reforms  and  solving 
their  own  problems  of  transition.  However,  employment  problems 
are  quite  similar  in  the  region  as  a  whole.  In  the  very  short  time  of 
4-5  years  the  total  number  of  officially  registered  unemployed  has 
grown  from  almost  zero  to  more  than  7,700,000  people  (see  Table  3.1). 
Until  quite  recently  this  problem  was  unknown,  at  least  officially,  or 
denied  in  this  part  of  the  world  and  to  the  generations  which  have 
grown  up  in  the  period  of  socialism. 

The  present  development  of  the  labour  market  in  the  region  and 
in  each  country  is  determined  by  at  least  four  major  groups  of 
factors: 

1  A  socialist  heritage  from  the  past,  including  previous  economic 
structures  still  alive  and  influencing  the  society  and  almost  all 
aspects  of  everyday  life; 

2  Reform  programmes  from  the  beginning  of  the  1990s  (even  earlier 
in  Hungary)  which  have  reached  various  stages,  achieved  different 
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Hungary  2970  5740  10.3  1992  15-54/59  6.0  632.1 

Slovenia _ 6540 _ - _ ZO _ 1993 _ 15-64  1.4 _ 1348 _ 

a  World  Bank  (1994),  World  Development  Report  1994.,  pp.  162-3,  220-1.  b  World  Bank  (1993),  Statistical  Handbook  1993.  pp.  6-7.  c  Statistitsheskij  bjulleten  SNG,  No. 
28  (70),  August  1994  (in  Russian),  d  UN  Dept  of  Economic  and  Social  Information  and  Policy  Analysis,  based  on  national  and  international  statistics  (data  on  Georgia 
and  Slovenia  -  Sept.  1993);  Statistitseskij  bjulleten,  24  (42),  Dekabr  1993;  Statkom  SNG,  1993,  s.  133  ( in  Russian). 
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results  and  have  many  elements  peculiar  to  the  various  countries; 

3  A  huge  number  of  factors  which  could  be  unified  as  the  processes 
of  structural  adjustment,  partly  connected  to  and  partly  indepen¬ 
dent  of  the  two  previous  groups  of  factors; 

4  Some  political  or  external  factors  which  could  be  specified 
separately  -  such  as  the  disintegration  of  the  FSU  and  Czecho¬ 
slovakia,  or  the  influence  of  the  UN  sanctions  against  Yugoslavia 
-  which  affect  the  economy  and  consequently  the  employment 
situation  in  Bulgaria  or  other  countries  in  the  region.  Some 
economies  have  benefited  from  their  geographical  position  in 
Europe.  Others,  in  contrast,  are  suffering  from  unsatisfactory 
connections  with  the  rest  of  the  world. 

In  the  socialist  economic  system,  full  employment  was  formally 
ensured  by  administrative  measures  -  through  massive  but  low- 
efficiency  investments  into  the  economy,  especially  in  heavy  industry, 
and  through  creation  of  low-efficiency  jobs.  Permanent  labour  short¬ 
age  was  a  common  feature  of  the  system.  Equal  remuneration  policy 
suppressed  the  interest  and  motivation  of  the  workers  to  work  hard 
and  to  keep  activity  high  on  the  job.  Such  state  efforts  to  keep  the 
employment  rate  artificially  high  resulted  in  the  heavy  underemploy¬ 
ment  of  workers  on  the  payrolls  of  enterprises.1 

At  the  same  time,  participation  in  the  public  sector  was  the  legal 
obligation  for  every  person  of  working  age.  People  had  no  other 
choice  than  to  be  on  the  payroll  of  the  state-owned  enterprises 
(SOEs)  or  other  state  institutions.  In  order  not  to  be  punished  by  law 
as  a  person  'leading  a  parasitic  way  of  life',  it  was  necessary  to  do 
'socially  useful  work'.  This  created  a  phenomenon  of  overemploy¬ 
ment.  In  some  of  the  FSU  countries  and  some  other  European 
socialist  countries,  the  participation  rate  of  people  of  working  age 
reached  close  to  the  90  per  cent  level  and  even  to  95  per  cent  when 
students  16  years  and  older  were  included  in  the  employment 
statistics. 

Large-scale  labour  dislocation  and  even  unemployment  also 
coexisted  in  the  socialist  economic  system  in  spite  of  the  fact  that  full 
employment  was  formally  guaranteed  by  the  state  and  labour 
shortage  was  a  serious  problem  in  many  regions.  Due  to  rapid 
population  growth,  the  low  skills  of  workers  and  monostructural 
economies,  open  unemployment  (not  only  voluntary,  but  also  in¬ 
voluntary)  was  a  serious  social  problem,  especially  in  the  Central 
Asian  republics  of  the  former  USSR.  Deficiencies  in  investment 
policies,  in  employment  or  in  education  planning  often  created 
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serious  labour  discrepancies  in  certain  regions  or  among  workers  in 
some  occupations.  Disguised  underemployment  hidden  unemploy¬ 
ment  and  seasonal  unemployment  existed  in  many  of  the  rural  areas 
(especially  among  the  women)  in  the  public  service  sector. 

One  of  the  main  causes  of  the  rapid  growth  of  open  unemploy¬ 
ment  and  substantial  changes  in  employment  structures  was  the 
elimination  of  the  concept  of  artificial  full  employment  and  central 
determination  of  wages  at  the  initial  stage  of  economic  reforms. 

Rapid  transformation  in  the  socialist  system  has  been  accompanied 
by  massive  structural  adjustments  in  the  economies  of  these  countries 
-  and,  simultaneously,  a  rapid  decline  in  the  level  of  output.  These 
adjustments,  which  affect  the  reconstruction  and  reallocation  of  the 
work  force,  include  numerous  components  like  changes  in  the 
structures  of  the  economy,  growth  in  the  private  and  informal 
sectors,  changes  in  property  rights  and  in  ownership,  decline  in 
fixed  capital  investments,  the  shrinking  of  private  and  public  con¬ 
sumption,  and  changes  in  the  structure  of  export  and  import 
markets. 

One  of  the  key  elements  of  the  structural  adjustment,  aimed  at 
expanding  output  and  improving  employment  levels  by  a  more 
efficient  utilization  of  human  resources,  is  the  liberalization  of  wage 
and  salary  policies.  In  a  period  of  rapid  inflation,  most  of  the  countries 
in  transition  have  implemented  some  regulations  (usually  tax- 
based)  or  limits  to  the  growth  and  distribution  of  earned  incomes 
either  in  the  state  sector  or  in  both  the  state  and  private  sectors. 
Nevertheless,  more  liberal  policies  and  legislation  for  wages  and 
salaries  have  stimulated  more  intensive,  productive,  creative  and 
generally  more  effective  work.  Now  hard-working  labourers  are 
compensated  in  a  more  sufficient  and  adequate  way. 

Market-oriented  changes  in  the  mobility  of  the  labour  force  and 
in  its  distribution  and  utilization  have  been  promoted  by  many  other 
components  of  structural  adjustment,  such  as  liberalization  of  prices, 
exchange  and  interest  rates,  liberalization  of  trade,  the  dismantling 
of  inefficient  state  monopolies,  improvement  of  labour  and  other 
legislation  (including,  for  example,  the  reduction  of  legal  restrictions 
on  fire-fighters),  deregulation  and  the  opening  up  to  competition  of 
different  areas  of  business. 

At  the  micro-economic  level  the  behaviour  of  both  employers  and 
workers  has  been  changed  by  the  replacement  of  a  supply-side  with 
a  demand-side  environment.  All  the  participants  in  the  work 
process,  directly  or  indirectly,  have  to  make  more  choices,  becoming 
more  active  and  more  critical  towards  others  in  the  labour  force. 
Therefore,  some  of  the  key  elements  in  the  adjustment  process  are  the 
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establishment  and  stimulation  of  new  work  ethics  and  a  new  work 
mentality  in  general.  People  are  experiencing  what  it  means  to  work 
not  for  the  abstract  state  but  for  their  customer,  for  their  employer 
and  ultimately  for  themselves. 

During  the  socialist  period,  a  huge  military-industrial  complex 
was  built  up  in  the  FSU  and  in  many  other  countries  in  the  region. 
Not  concerned  with  expediency  and  necessity,  this  complex  un¬ 
doubtedly  was  disproportionately  large  and  costly  in  comparison 
with  the  economic  potential  of  the  countries.  According  to  official 
statistics,  of  the  45,000  enterprises  of  the  FSU  more  than  one  in  five 
was  subordinated  in  some  fashion  to  one  of  the  military-industrial 
ministries.2 

The  former  military-industrial  complex  with  its  state-guaranteed 
and  state-financed  orders  and  other  economic  privileges,  including 
dependable  social  services,  state  housing  and  even  a  supply  of 
consumer  goods,  with  first  priority  over  resources,  technology  and 
supplies,  had  as  a  rule  a  higher  qualified  work  force,  better  discipline 
and  higher  productivity.  It  was  common  practice  that  such  defence 
plants  were  built  separately  in  so-called  closed  towns  and  were  often 
the  only  enterprise  in  the  city,  or  were  located  in  separate  regions  far 
away  from  civil  industries  and  settlements.  Now  these  plants  no 
longer  receive  orders  or  these  orders  are  sharply  reduced.  Some  of 
them  have  opened  their  gates  to  the  world  armaments  markets. 
Some  have  restructured  their  production  to  civilian  use.  Neverthe¬ 
less,  dismantling  or  reduction  in  the  military-industrial  complex  has 
created  large-scale  unemployment  both  directly  and  indirectly  in  the 
industries  connected  to  it.  It  has  also  increased  social  tensions  and 
uncertainty  in  these  cities  and  enterprises.  The  possible  social 
consequences  of  this  process  are  one  of  the  main  reasons  why  the 
reduction  of  military  spending  in  Russia  is  slower  than  expected. 

All  the  countries  in  transition  started  their  economic  reforms  by 
cutting  the  huge  state  subsidies,  especially  for  agriculture.  The  high 
level  of  rural  unemployment  is  also  compounded  by  many  other 
factors,  such  as  limited  demand  reflecting  a  fall  in  living  standards; 
relatively  high  prices  of  energy  and  other  price  cost  factors;  losses  in 
the  markets;  and  organizational  changes  (dismantling  of  the 
collective  farming  system,  for  example).  Meanwhile,  opportunities 
for  non-farm  employment  in  the  rural  areas  are  few. 

Such  an  economic  situation  creates  very  specific  and  complicated 
employment  problems  in  the  countryside.  Most  of  the  employment 
offices  are  far  away  from  the  villages  and  therefore  unemployed 
people  are  not  able  to  get  any  social  or  other  support  from  the  state. 
People  in  the  countryside  who  are  closer  to  industrial  centres,  cities 
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TABLE  3.2 

Regional  employment  in  military-industrial  complex,  Russian  Federation 


Region 

Military-industrial 

employment 

(000's) 

Percentage  of 
total  industrial 
employment 

Russian  Federation 

5416.8 

23.5 

Northwest 

455.3 

30.7 

Urals 

1116.4 

30.7 

(Udmurt  ASSR) 

167.7 

55.3 

Volga- Vyatka 

451.1 

28.5 

Volga 

750.9 

27.9 

(Saratov  Oblast) 

212.1 

50.9 

Central 

1211.4 

22.7 

Western  Siberia 

472.5 

22.7 

(Novosibirsk  Oblast) 

172.4 

43.5 

Central  Chernozem 

247.2 

22.6 

Far  East 

178.3 

17.8 

Kaliningrad  Oblast 

18.9 

15.0 

Eastern  Siberia 

167.5 

13.9 

North  Caucasus 

255.1 

13.7 

North 

92.2 

9.4 

Source:  World  Bank  (1991),  Russian  Economic  Reforms.  A  World  Bank  Country  Study,  Washington, 
DC,  p.  152. 


and  main  roads,  or  those  who  are  able  to  promote  tourism,  have 
found  some  way  to  be  employed  as  sub-contractors  or  in  the  service 
sector.  In  general,  it  is  difficult  to  stimulate  investments  in  these 
areas  because  of  the  limited  production  scale  and  higher  transport  or 
retraining  costs  there. 

There  are  sometimes  discussions  about  which  is  more  efficient:  to 
bring  the  workplace  to  the  worker  or  the  opposite.  It  is  important  to 
mention  that,  for  these  countries,  rural  life  represents  more  than  just 
a  sector  of  the  economy  and  a  place  to  live  for  thousands  of  people. 
The  rural  lifestyle  is  traditionally  considered  the  foundation  of  nation¬ 
al  identity,  of  culture,  of  tradition  and  even  of  language.  Therefore, 
it  is  not  a  solution  for  many  of  the  depressed  rural  regions  to  force 
the  outflow  of  the  population  and  to  bring  their  workers  close  to 
potential  vacancies  and  workplaces. 

Rapid  decline  in  employment  rates  took  place  in  the  public  service 
sector  and  other  state  institutions  of  a  non-enterprise  nature.  This  is 
the  result  of  a  lack  of  public  finance  and  concern  in  such  fields  as 
science,  culture,  education  and  some  of  the  governmental  services. 
The  introduction  of  a  more  cost-accountable  health  insurance  system 
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and  lack  of  finance  have  reduced  the  number  of  employees  in 
medical  services.  These  white  collar  workers  now  form  a  large  pro¬ 
portion  of  job  seekers,  since  they  are  not  very  eager  to  retrain  or 
specialize  in  some  other  kind  of  work  that  suits  today's  labour 
market. 

One  of  the  factors  affecting  the  growth  in  unemployment  rates  is 
the  sharp  fall  in  domestic  demand  (demand-deficient  unemploy¬ 
ment)  which  reflects  the  rapid  decline  in  real  incomes  and  living 
standards.  The  level  of  salaries  is  lower  and  the  decrease  in  the 
employment  rates  is  especially  severe  in  the  branches,  enterprises 
and  regions  which,  due  to  the  specifics  of  their  production  or  location, 
are  oriented  mainly  or  totally  towards  the  internal  market. 

In  1993  the  first  signs  of  improvement  in  the  economies  of  some 
CEECs  were  apparent.  Albania,  Poland,  Estonia  and  Slovenia 
reported  increases  in  GDP.  This  means  that  the  deepest  transitional 
crises  are  ending  and  the  economies  have  turned  toward  recovery. 
Assured  stabilization  and  even  growth  represent  a  positive  result  for 
structural  adjustment  in  the  region.  Nevertheless,  employment 
levels  remain  critical  in  most  of  the  transition  countries. 


Labour  legislation  and  unemployment  coverage 

In  all  the  new  market  economies,  labour  legislation  is  being  replaced 
by  modem  laws  which  take  into  account  the  changing  economic 
conditions  and  international  labour  standards.  The  new  labour 
legislation  has  a  dual  and  quite  controversial  task.  From  one  point  of 
view,  the  employees  are  the  less  well-defended  and  weaker  side  of 
the  labour  relationship  who,  especially  in  the  new  economic  con¬ 
ditions,  need  settled  and  guaranteed  legislative  protection.  In  most 
cases  only  labour  legislation  can  protect  them  from  the  autocracy  and 
injustice  of  many  of  the  new  owners  of  enterprises,  since  trade  unions 
today  are  very  weak  and  in  the  workplaces  run  by  the  new  entre¬ 
preneurs  they  are  mostly  absent.  Labour  laws  regulating  collective 
and  individual  bargaining  and  labour  contracts  are  thus  extremely 
important  instruments  of  social  peace  in  the  society.  On  the  other 
hand,  employers  need  flexibility,  more  liberty  and  free  hands  to 
regulate  labour  mobility,  to  reduce  overstaffing  (including  the  right 
to  fire  unneeded  workers)  and  to  restructure,  as  in  the  case  of 
bankruptcy.  One  of  the  key  issues  of  social  and  labour  legislation  is 
social  protection  of  workers  who  are  dismissed  or  forced  to  retire,  or 
of  those  people  just  leaving  school  who  are  unable  to  find  work. 
Unfortunately,  the  new  market  economies  are  limited  by  finance  and 
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budgetary  constraints,  infrastructure  and  professional  cadres,  and  in 
the  range  and  efficacy  of  the  instruments  available  for  the  desired 
employment  policies.  It  is  a  well-known  fact  that  unemployment  is 
the  main  direct  cause  of  poverty,  pushing  families  below  the 
subsistence  level  and  thus  generating  social  and  political  tensions  in 
the  region. 

In  the  transition  countries,  policies  on  social  protection  for  the 
unemployed  have  introduced  various  rules,  schemes  and  regularities 
concerning  the  level  of  unemployment  benefits,  the  duration  of 
payment,  other  supplementary  benefits  and  sources  of  finance  for 
employment  funds.  In  almost  all  these  countries,  the  unemployment 
benefit  payment  is  the  major  form  of  support  from  the  state  to  unem¬ 
ployed  persons.  There  are  different  systems  of  benefits.  Substantial 
recent  transformations  were  influenced  mainly  by  unexpectedly 
rapid  growth  of  unemployment  rates  and  limits  in  financing.  In 
general,  earning-related  benefit  systems  (in  most  of  the  countries), 
flat-rate  benefits  (Latvia,  Estonia  and  recently  Poland)  and  unemploy¬ 
ment  insurance /social  assistance  benefit  systems  have  been  estab¬ 
lished  in  the  CEECs.3  Most  transition  countries  recently  tightened 
eligibility  criteria  and  shortened  the  duration  of  payments  (Poland, 
Hungary,  and  the  Czech  and  Slovak  republics).  In  many  countries 
the  duration  of  payments  in  certain  circumstances  was  extended:  for 
example,  in  depressed  regions  or  for  long-term  unemployment  (in 
Bulgaria,  Poland,  Latvia,  Estonia  and  others).  There  is  a  general 
tendency  for  the  percentage  of  unemployed  receiving  benefits  to 
decline  sharply,  and  for  the  value  of  benefits  to  fall  in  relation  to  the 
average  wage  or  officially  recognized  subsistence  minimum.  In  the 
FSU  countries,  high  inflation  is  rapidly  eroding  the  real  value  of 
benefits  because  they  are  not  indexed.  In  some  countries  (Lithuania 
and  Estonia)  the  average  unemployment  benefit  is  less  than  a 
seventh  of  the  average  gross  salary.  Such  low  allowances  force  the 
unemployed  and  their  families  automatically  into  poverty  and  they 
need  additional  social  support  from  the  state.  After  the  unemploy¬ 
ment  compensation  period  expires,  the  families  of  the  unemployed 
as  a  rule  receive  no  other  form  of  social  or  economic  support  from 
the  state  or  local  community. 

It  is  obvious  that  employment  policy  alone  -  without  a  strong 
macro-stabilization  package  aimed  at  effective  labour  reallocation, 
the  stimulation  of  job  creation  or  even  the  preservation  of  existing 
workplaces  -  cannot  solve  or  even  cushion  the  blow  of  unemploy¬ 
ment  in  the  region.  Since  the  reasons  for  the  fall  in  employment  and 
for  the  growth  of  unemployment  are  so  complicated  and  different, 
the  solutions  could  also  be  diverse. 
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The  level  and  structure  of  unemployment 

The  level  of  officially  registered  unemployment  must  be  examined 
very  carefully  from  the  point  of  view  of  legislation  and  reality,  since 
statistics  are  also  a  part  of  politics,  especially  social  statistics.  In 
addition,  CEEC  employment  statistics  are  often  very  incomplete  and 
cover  the  real  processes  inadequately. 

At  the  beginning  of  1994,  the  highest  rate  of  officially  registered 
unemployment  in  the  new  market  economies  was  in  Bulgaria,  where 
it  exceeded  16  per  cent  of  the  economically  active  population.  In 
Poland  it  was  close  to  16  per  cent  and  in  Slovenia  and  Slovakia  close 
to  15  per  cent.  In  the  FSU  countries  registered  unemployment  rates 
are  relatively  very  low  (see  Table  3.3). 

There  are  some  important  peculiarities  of  employment  and  unem¬ 
ployment  statistics  that  should  be  taken  into  consideration.  This  is 
especially  true  in  the  FSU,  where  special  labour  force  surveys  are 
carried  out  very  rarely  or  not  at  all.  Employment  rates  often  cover 
only  the  formal  sector  where  the  statistics  are  collected.  Due 
especially  to  fiscal  factors,  the  informal  and  even  the  formal  private 
sectors  present  very  incomplete  data.  In  many  cases  only  employ¬ 
ment  based  on  labour  contracts  is  considered  as  employment. 

It  should  be  mentioned  that  in  some  of  the  CEECs  the  unem¬ 
ployed  person  receiving  certain  forms  of  unemployment  compen¬ 
sation  is  allowed  to  receive  a  wage  as  well.  In  Estonia,  by  the  author's 
calculations  based  on  family  budget  and  labour  force  surveys,  17  per 
cent  of  those  declaring  themselves  as  unemployed  for  the  surveys  in 
the  second  quarter  of  1994  actually  had  such  earnings  that  they  could 
be  classified  as  employed.  In  Bulgaria  this  benefit  can  be  paid  to  the 
unemployed  person  working  under  a  civil  contract  if  his  or  her 
earnings  do  not  exceed  150  per  cent  of  the  minimum  wage.  In 
Hungary,  the  maximum  earnings  in  such  a  case  are  determined  as 
100  per  cent  of  the  minimum  wage  (50  per  cent  in  Poland  and 
Romania).  In  fact,  it  is  complicated  to  control  the  real  earnings  of  the 
family  of  the  unemployed  and/or  to  implement  means-tested  com¬ 
pensation  systems.  In  some  countries  the  unemployed  are  excluded 
from  benefits  when  owning  a  certain  amount  of  agricultural  land 
(for  example,  in  Poland  or  Romania),  for  being  members  of  the 
former  agricultural  cooperatives  (Romania),  or  when  having  a 
certain  level  of  family  income  (in  Poland  a  spouse  has  started  to  earn 
more  than  twice  the  average  wage;  in  Romania  those  with  personal 
income  'from  authorized  activities'  greater  than  half  of  the  minimum 
wage).4 

A  low  level  of  officially  registered  unemployed  persons  in 
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TABLE  3.3 

End-month  unemployment  rates  in  Central  and  Eastern  Europe 
(in  per  cent  of  economically  active  population) 


Jan 

Feb 

Mar 

Apr  May  Jun 

Jul  Aug 

Sep 

Oct 

Nov 

Dec 

Bulgaria 

1991 

1.8 

2.5 

3.2 

4.3 

5.0 

5.7 

6.9 

7.8 

8.5 

9.2 

10.1 

10.7 

1992 

11.3 

11.6 

12.0 

12.4 

12.5 

12.6 

13.4 

13.9 

14.3 

14.8 

15.0 

15.2 

1993 

15.3 

15.5 

16.0 

15.9 

15.7 

15.5 

16.2 

16.0 

15.7 

15.9 

16.1 

16.4 

1994 

16.5 

16.3 

16.1 

15.3 

14.5 

13.3 

13.5 

13.0 

12.7 

Czech 

1991 

1.1 

1.4 

1.7 

2.0 

2.2 

2.6 

3.1 

3.4 

3.8 

3.9 

4.1 

4.1 

Republic 

1992 

4.4 

4.1 

3.7 

3.2 

2.9 

2.7 

2.7 

2.7 

2.6 

2.5 

2.5 

2.6 

1993 

3.0 

3.0 

2.9 

2.7 

2.6 

2.6 

2.8 

3.0 

3.2 

3.2 

3.3 

3.5 

1994 

3.8 

3.7 

3.5 

3.3 

3.1 

3.1 

3.2 

3.2 

3.2 

3.1 

Hungary 

1991 

1.8 

2.2 

2.5 

2.8 

3.1 

3.4 

4.1 

4.7 

5.4 

6.1 

6.8 

7.5 

1992 

8.2 

8.4 

8.9 

9.3 

9.7 

10.1 

10.9 

11.1 

11.4 

11.6 

11.9 

12.3 

1993 

13.3 

13.6 

13.4 

13.2 

13.0 

12.6 

13.0 

13.0 

12.9 

12.6 

12.4 

12.2 

1994 

12.8 

12.6 

12.2 

11.8 

11.4 

11.0 

11.1 

10.1 

10.9 

10.6 

Poland 

1991 

6.8 

7.0 

7.3 

7.5 

7.9 

8.6 

9.6 

10.1 

10.7 

11.1 

11.4 

11.8 

1992 

12.1 

12.4 

12.1 

12.2 

12.3 

12.6 

13.1 

13.4 

13.6 

13.5 

13.5 

13.6 

1993 

14.2 

14.4 

14.4 

14.4 

14.3 

14.8 

15.4 

15.4 

15.4 

15.3 

15.5 

15.7 

1994 

16.7 

16.8 

16.0 

16.4 

16.2 

16.6 

16.9 

16.8 

16.5 

16.2 

16.1 

Romania 

1991 

0.6 

0.6 

0.8 

1.1 

1.4 

1.7 

1.9 

2.1 

2.3 

2.3 

2.4 

3.0 

1992 

3.6 

4.2 

4.5 

4.8 

5.2 

5.7 

6.3 

6.8 

7.4 

8.1 

8.7 

9.1 

1993 

8.8 

9.4 

9.5 

9.3 

9.3 

9.3 

9.0 

9.0 

9.2 

9.4 

9.9 

10.2 

1994 

10.8 

11.1 

11.3 

11.2 

11.0 

10.9 

10.6 

10.5 

10.5 

10.7 

10.8 

Slovakia 

1991 

2.4 

3.0 

3.7 

4.6 

5.4 

6.3 

7.7 

8.7 

9.6 

10.3 

11.1 

11.8 

1992 

12.7 

12.7 

12.3 

11.8 

11.3 

11.3 

11.1 

10.9 

10.6 

10.4 

10.3 

10.4 

1993 

11.2 

11.8 

12.0 

12.0 

12.0 

12.5 

13.3 

13.5 

13.7 

13.8 

14.0 

14.4 

1994 

15.2 

15.0 

14.8 

14.4 

14.1 

14.4 

14.8 

14.6 

14.5 

14.4 

14.5 

Slovema 

1991 

6.8 

7.1 

7.4 

7.6 

7.9 

8.1 

8.5 

8.7 

9.2 

9.6 

10.1 

10.2 

1992 

10.5 

10.7 

10.7 

10.8 

10.9 

11.1 

11.5 

11.7 

12.2 

12.7 

12.8 

13.4 

1993 

13.5 

13.4 

13.5 

14.1 

14.0 

14.4 

14.9 

15.0 

15.1 

15.4 

15.3 

15.5 

1994 

15.3 

15.2 

14.8 

14.6 

14.3 

14.1 

14.4 

14.4 

14.5 

14.5 

14.2 

Russia3 

1991 

0.0 

0.0 

0.0 

0.1 

0.1 

0.1 

1992 

0.7 

0.7 

0.8 

0.9 

1.0 

1.0 

1.1 

1.2 

1.2 

1.3 

1.4 

1.3 

1993 

1.4 

1.4 

1.5 

1.5 

1.4 

1.3 

1.3 

1.3 

1.3 

1.3 

1.4 

1.4 

1994 

1.3 

1.4 

1.5 

1.6 

1.7 

1.8 

1.9 

1.9 

2.0 

2.1 

2.2 

2. 

Croatia 

1994 

19.3 

19.4 

19.4 

19.4 

19.3 

18.9 

19.0 

19.1 

19.5 

19.7 

20.0 

0 

Estonia 

1991 

0.0 

0.0 

0.0 

0.1 

0.1 

0.1 

0.1 

0.1 

1992 

0.1 

0.2 

0.3 

0.4 

0.5 

0.7 

0.8 

0.9 

1.0 

1.2 

1.4 

1.7 

1993 

2.1 

2.3 

2.5 

2.6 

2.6 

2.3 

2.2 

1.9 

1.8 

1.8 

1.7 

1.9 

1994 

2.7 

3.0 

3.6 

3.6 

3.5 

3.3 

3.2 

2.3 

1.9 

1.8 

1.8 

1.9 

Latvia 

1993 

2.8 

3.0 

3.5 

3.9 

4.1 

4.5 

4.8 

5.0 

5.0 

5.0 

5.2 

5.3 

1994 

6.0 

6.3 

6.5 

6.6 

6.4 

6.4 

6.4 

6.3 

6.2 

6.2 

6.4 

5.8 

Lithuania 

1992 

0.2 

0.2 

0.2 

0.3 

0.3 

0.3 

0.4 

0.4 

0.5 

0.6 

0.8 

1.0 

1993 

1.1 

1.3 

1.3 

1.4 

1.5 

1.5 

1.5 

1.5 

1.5 

1.4 

1.4 

1.4 

1994 

1.6 

1.6 

1.4 

1.5 

1.4 

1.4 

1.4 

1.4 

1.5 

1.6 

1.7 

1.8 

a  From  1992,  the  narrow  definition  is 'individuals  out  of  employment'. 


Source:  PlanEcon  Business  Report,  4,  15,  (20  July  1994);  4,  (16  February  1994);  3,  7.  the  Vienna 
Institute  Monthly  Report  1995/1;  for  the  Baltic  countries,  national  labour  authonties. 
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comparison  with  their  real  status  is  a  common  feature,  especially  in 
the  FSU  countries.  Many  state-owned  enterprises,  at  least  tempo¬ 
rarily,  provide  workers  with  important  non-cash  benefits  such  as  sub¬ 
sidized  housing,  kindergartens,  and  health  services.  In  order  to  claim 
unemployment  benefits,  the  worker  must  become  formally  disasso¬ 
ciated  from  the  enterprise.  Having  no  work  and  even  no  chance  of 
regaining  former  positions,  workers  still  prefer  to  stay  on  unpaid  or 
partly  paid  leaves  and  on  the  payroll  of  the  enterprise  to  enjoy  these 
benefits.  This  kind  of  underemployment  or  even  hidden  unemploy¬ 
ment  is  extremely  costly  to  the  economy  because  expenditures  are 
passed  on  to  the  cost  of  products,  which  makes  these  enterprises 
non-competitive  in  the  markets. 

Many  workers  are  still  unfamiliar  with  the  employment  service 
and  employment  legislation,  and  do  not  know  what  rights  and  obli¬ 
gations  concerning  their  own  social  protection  they  really  have.  Often 
the  unemployed  are  not  able  to  register  because  they  have  incomplete 
documentation  needed  for  registration,  like  professional  record 
books,  earning  records  from  their  last  employer  and  education  certi¬ 
ficates.  Due  to  high  territorial  mobility,  including  the  huge  number  of 
refugees  in  many  parts  of  the  FSU,  many  of  the  actual  unemployed  do 
not  have  some  of  these  documents.  In  accordance  with  legislation  in 
some  of  the  FSU  countries,  a  person  refusing  a  job  offer  is  deregistered, 
even  if  the  job  is  far  from  the  home  or  is  not  of  the  same  professional 
level  as  the  previous  engagement  of  the  job  seeker. 

For  many  job  seekers  the  employment  offices  are  too  distant. 
Transportation  fares  could  eat  up  the  benefits  they  receive.  In  some 
countries  of  the  FSU,  the  registered  unemployed  have  to  visit  these 
offices  and  re-register  themselves  twice  a  month  (the  Russian  Fed¬ 
eration,  Kyrgyzstan  and  Uzbekistan),  every  ten  days  (Moldova)  or 
even  four  times  a  month  (Kazakhstan  and  Tajikistan)  in  order  to  get 
quite  low  benefits.5  Rural  unemployment  in  particular  is  heavily 
under  registered . 

In  Estonia  the  number  of  officially  registered  job  seekers  exceeds 
even  the  number  of  registered  unemployed.  In  addition,  according 
to  the  sociological  surveys  there,  only  half  of  all  job  seekers  ever  visit 
employment  offices  and  register  themselves  and  one  in  five  currently 
receives  some  kind  of  unemployment  allowance  (Table  3.4).  At  the 
same  time,  some  of  those  receiving  unemployment  benefits  do  so 
illegally  because  they  actually  have  some  type  of  work.  In  Poland  the 
Ministry  of  Labour  and  Social  Policy  estimates  that  some  20-25  per 
cent  of  beneficiaries  are  receiving  benefits  on  illegal  claims  (so-called 
'scroungers').6 

After  the  tightening  of  the  eligibility  criteria  and  the  rapid  growth 
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TABLE  3.4 

Labour  force  survey  in  Estonia,  1993  and  1994 


1993 

1994 

Quarter 

1 

2 

3 

4 

1 

2 

1  Number  of  respondents'  families 

1177  1623  1615 

1772 

1756  1667 

2  Total  no.  of  family  members  of  which: 

3628  5165  5213 

5704 

5479  5226 

3  Working  age  (male  16-59,  female  16-54)  2005  2831  2838 

3086 

3039  2866 

4  Employed  persons 

1616  2272  2274 

2483 

2420  2319 

5  Workers  of  working  age 

1457  2040  2063 

2249 

2191  2095 

6  Job  seekers  of  working  age 

155 

211 

194 

196 

229 

180 

7  Working  age,  not  working/ seeking 

393 

580 

581 

641 

619 

591 

8  Disabled  (working  age) 

41 

92 

86 

91 

70 

78 

9  Pre-working  age 

1005  1451  1513 

1673 

1609  1549 

10  Post-working  age 

618 

883 

862 

945 

831 

811 

11  Activity  ratio,  % 

(employed  per  100  of  population) 

45 

44 

44 

44 

44 

44 

12  Age  dependence  ratio,  %  (at  pre- 

and  post- working  age  per  100 

of  working  age) 

81 

82 

84 

85 

80 

82 

13  Economic  dependence  ratio 

(unoccupied  /  employed) 

1.3 

1.3 

1.3 

1.3 

1.3 

1.3 

14  Employment  rate,  %  (employed  at 

working  age  per  100  of  population 

at  working  age) 

72.7 

72.1 

72.7 

72.9 

72.1 

73.1 

15  Unemployment  rate,  %  (job  seekers/ 

employed  at  working  age  +  job  seekers) 

i  9.6 

9.4 

8.6 

8.0 

9.5 

7.9 

including:  towns 

11.0 

9.5 

8.3 

7.4 

10.0 

8.1 

<fc  countryside 

6.7 

9.2 

9.2 

9.5 

8.0 

7.4 

16  Unemployment  level,  %  (job  seekers/ 

working  age  population) 

7.7 

7.5 

6.8 

6.4 

7.5 

6.3 

including:  towns 

8.8 

7.6 

6.6 

5.9 

8.0 

6.4 

&  countryside 

5.5 

7.2 

7.4 

7.5 

6.4 

5.8 

17  %  of  job  seekers  having  visited 

employment  office 

42 

44 

53 

53 

54 

58 

18  %  of  job  seekers  who: 

receive  unemployment  benefit 

13 

19 

18 

18 

18 

23 

previously  received  benefits 

6 

9 

11 

18 

13 

18 

have  never  received  benefits 

72 

65 

66 

58 

68 

55 

19  %  of  employed  who  worked  (in 

workplace)  during  last  week 

of  the  month:’ 

more  than  41  hours 

16 

12 

10 

10 

ii 

12 

41  hours 

56 

62 

57 

66 

69 

68 

30-40  hours 

9 

7 

6 

6 

7 

4 

20-29  hours 

5 

4 

3 

4 

4 

4 

less  than  20  hours 

5 

3 

3 

3 

3 

2 

did  not  work  (on  holiday,  etc.) 

6 

8 

17 

6 

4 

7 

20  Average  official  unemployment 

rate  (unemployment  beneficiaries/ 

total  working  age  population 

2.3 

2.5 

2 

1.8 

2.1 

2.2 

Note:  a  When  the  total  %  was  less  than  100,  some  respondents  left  this  question  unanswered. 
Ordinary  work  hours  per  week:  41  (from  1994  it  is  40  hours  officially). 

Source:  EMOR  (Estonia  Market  and  OpinionResearch  Centre  Ltd);  Labour  Market  Board. 
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of  long-term  unemployment,  the  number  of  registered  unemployed 
(unemployment  beneficiaries)  has  started  to  decline  in  some  countries, 
which  does  not  mean  an  improvement  but  a  worsening  of  the  labour 
market. 

Despite  the  national  differences  in  dynamics  and  levels  of  employ¬ 
ment  and  unemployment,  and  in  heterogeneity  of  experiences,  some 
general  regularities  can  be  determined  which  are  common  in  most 
of  the  countries  in  transition.  First,  the  decline  in  the  employment 
rate  in  the  formal  sector  is  common  in  this  region.  In  Bulgaria  the 
share  of  the  employed  population  in  the  working-age  bracket 
dropped  from  89  per  cent  in  1989  to  65  per  cent  in  1992;  in  Poland 
from  78  to  68  per  cent;  in  Hungary  from  79  to  70  per  cent.  Only  in 
Russia  is  this  ratio  still  high  (at  least  officially)  -  88  per  cent  in  1990 
and  84  per  cent  in  19927 

However,  this  drop  is  as  a  rule  much  less  marked  than  the  decline 
in  GDP,  industrial  output  or  other  economic  indicators,  which  means 
that  labour  hoarding  is  still  significant.  Labour  hoarding  is  quite 
high  in  the  former  Czechoslovakia,  which  could  be  one  of  the 
explanations  for  the  low  unemployment  rate  in  the  Czech  Republic 
today.  The  other  reasons  for  low  Czech  unemployment  could  be 
government  subsidies,  delays  in  corporate  restructuring,  state- 
imposed  wage  ceilings  and  low  salaries  which  made  mass  firings 
unnecessary,  forced  retirements  and  prolonged  parental  leaves. 
However,  the  country's  employment  policy  is  also  one  of  the  most 
active  and  successful. 

In  other  words,  a  remarkable  time  lag  exists  between  the  fall  in 
production  and  the  unemployment  growth  rate.  Although  labour 
productivity  fell  significantly,  overemployment  still  exists.  For 
example,  according  to  the  data  of  the  Federal  Employment  Board  of 
Russia,  in  1992  output  in  the  textile  and  sewing  industry  declined  by 
24  per  cent,  but  employment  declined  by  only  6.4  per  cent;  in 
machine-building  and  metallurgy,  corresponding  figures  were  20 
per  cent  and  10.1  per  cent.8 

Even  in  these  cases,  posts  were  slashed  due  to  the  elimination  of 
vacancies  and  the  displacement  of  workers  of  pensionable  age.  In  the 
immediate  future,  therefore,  when  market  forces  become  more 
important  and  play  an  active  role  in  economic  development,  there 
will  be  an  explosion  of  dismissals  and  correspondingly  in  unemploy¬ 
ment  unless  the  new  market  sectors  are  able  to  absorb  the  major  pro¬ 
portion  of  dismissed  persons. 

By  some  estimates,  in  many  of  the  CEECs  the  share  of  the  informal 
sector  is  calculated  as  at  least  20-25  per  cent  of  GDP,  only  part  of 
which  is  included  in  GDP  calculations.  This  means  that  calculations 
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TABLE  3.5 


Changes  in  the  output-employment  relationship  of  selected  transition 
countries:  cumulative  percentage  changes  (1990-2) 


GDP 

changes 

Employment 

changes 

Labour 

hoarding 

indicator 

Unemploy¬ 
ment  rate3 

Bulgaria 

-30.1 

-28.6 

1.5 

15.6 

Poland 

-17.5 

-11.7 

5.8 

13.6 

Hungary 

-19.1 

-12.9 

6.2 

12.3 

Belarus 

-12.7 

-5.8 

6.9 

0.5 

Czechoslovakia 

-20.7 

-10.3 

10.4 

6.6 

Ukraine 

-24.6 

-3.7 

20.9 

0.3 

Yugoslavia 

-40.1 

-14.1 

26.0 

24.6 

Russia 

-30.4 

-3.1 

27.3 

0.8 

Romania 

-32.4 

-4.5 

27.9 

8.2 

Source:  East  European  Statistics  Service,  13  December  1993,  p.  16. 

Note:  Labour  hoarding  indicator'  is  defined  as  the  difference  between  cumulative  changes  in 
employment  and  GDP. 
a  December  1992. 


of  this  kind  are  quite  general,  and  that  the  real  labour  hoarding 
should  be  much  lower. 

Labour  mobility  has  increased  sufficiently  in  the  region  as  a  whole. 
However,  most  workers  move  directly  from  state  enterprises  to  the 
private  sector  or  to  other  state-owned  enterprises,  without  experi¬ 
encing  a  spell  of  joblessness.  Most  job  openings  are  filled  by  those 
who  are  searching  for  jobs  while  still  employed.9 

It  is  quite  a  common  feature  in  the  CEECs  that  the  re-employment 
rates  of  the  unemployed  are  very  low  and  even  decreasing.  Only  in 
the  Czech  Republic  and  in  Russia  is  it  reported  that  the  monthly 
outflow  rate  from  unemployment  to  jobs  is  relatively  high.  It  is 
therefore  the  major  task  of  macro-economic  policy  to  implement 
measures  to  prevent  unemployment  becoming  the  fate  of  those 
remaining  employed. 

In  almost  all  countries  a  rapid  growth  of  long-term  unemploy¬ 
ment  is  reported,  creating  more  and  more  discouraged  workers.  In 
some  countries  (especially  Bulgaria)  more  than  50  per  cent  of  the 
unemployed  have  been  jobless  for  longer  than  a  year. 

An  increase  in  the  duration  of  being  unemployed  for  the  average 
job  seeker  is  also  a  common  feature  in  the  transition  countries,  and 
concerns  mostly  people  with  limited  skills  and  a  low  level  of 
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education.  Actual  (open  and  hidden)  unemployment  rates  are,  to  a 
great  extent,  growing  because  of  the  increase  in  the  duration  of 
unemployment  and  the  rise  of  long-term  unemployment. 

In  the  new  economic  environment,  a  further  problem  has  appeared 
-  some  employees  have  no  job  alternatives  and  no  social  protection 
from  the  state  or  public  institutions,  such  as  employees'  unions. 
Therefore  they  are  forced  to  accept  very  low  wages  (lower  even  than 
the  officially  established  minimum  wages)  or  to  long-term  unpaid  or 
partly  paid  leaves,  creating  one  more  source  of  poverty  and 
inequality,  even  among  the  population  that  is  formally  employed.  The 
latest  figures  from  the  Russian  Statistical  Office  suggest  that  workers 
at  33,000  enterprises,  of  which  20,000  are  collective  farms  or  agro¬ 
industrial  corporations,  regularly  receive  no  pay  for  months  at  a 
time.  The  overall  indebtedness  of  enterprises  to  their  workers  is 
about  Rbs  3.4  trillion  (equal  to  2.1  per  cent  of  GDP  in  1993).10  The 
existence  of  this  class  of  'new  working  poor'  makes  the  labour 
market  even  more  complicated. 

In  all  of  the  CEECs,  the  statistics  show  considerable  regional, 
sectoral  and  occupational  discrepancies  in  the  labour  market.  In 
almost  every  country  there  are  so-called  depressed  regions  which 
have  much  higher  unemployment  rates  and  more  tension  in  labour 
matters  than  others.  Often  they  are  towns  where  a  single  enterprise 
has  dominated  and  which  is  now  in  a  state  of  collapse,  like  the  textile 
or  engineering  industries;  rural  areas  far  from  industrial  centres 
where  the  collective  or  state  farm  went  into  bankruptcy  or  was 
liquidated;  former  so-called  closed  cities  in  Russia  where  military 
factories  no  longer  receive  state  guaranteed  orders;  or  mining  towns 
where  reserves  are  near  to  exhaustion. 

The  CEECs  have  adopted  crucial  administrative  measures  to 
reduce  labour  supply  or  direct  labour  demand.  In  a  situation  of 
growing  unemployment  a  society  must  also  decide  who  should  be 
encouraged  to  enter  the  labour  market  and  who  should  stay  at  home. 
This  concerns  mostly  the  population  in  the  pensionable  or  pre- 
pensionable  age  brackets  and  women  with  small  children. 

In  most  of  the  CEECs,  parental  leave  was  extended  up  to  three 
years  by  law  and  some  basic  family  allowances  were  also  increased. 
According  to  some  calculations,  up  to  4-6  per  cent  of  the  labour  force 
(mostly  women)  take  advantage  of  longer  maternity  or  parental 
leave. 

In  some  countries  a  significant  reduction  in  working  hours  was 
implemented.  For  example,  in  Romania  it  is  reported  that  reduction 
of  the  standard  work  week  from  46  hours  to  40  hours  has  generated 
an  additional  demand  for  labour  of  approximately  230,000  people.11 
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Average  hours  of  work  have  declined  from  2,087  in  1989  to  1511  in 
1992. 

The  most  serious  transition  affected  the  employment  of  the  older 
generation  who  previously,  because  of  low  pensions  and  low 
pensionable  age,  worked  for  some  time  beyond  retirement  age.  After 
the  first  signs  of  open  unemployment  became  obvious,  pensioners 
were  among  the  first  social  groups  to  be  displaced.  Especially 
aggressive  tax-based  policy,  aimed  at  the  employers  of  pensioners, 
was  implemented  in  Bulgaria  where  the  contributions  to  a  'quali¬ 
fication  and  upgrading  fund'  were  established  8  times  higher  for 
pensionable  workers  than  for  others.12  Considering  the  relatively 
low  pensionable  age  in  most  of  the  countries,  such  a  policy  could 
create  serious  tensions  between  the  generations.  In  Bulgaria  the  ratio 
of  pensionable  workers  to  total  employment  had  fallen  to  2.6  per 
cent  by  late  1991.13 

In  Poland,  the  pensionable  age  was  established  at  60  for  women 
and  65  for  men.  At  the  same  time  in  1990  it  was  reported  that  at 
least  70  per  cent  of  the  employment  decline  was  caused  by  early 
retirements.14 

In  some  other  countries,  decisions  to  increase  the  pensionable  age 
were  made  recently.  In  Estonia,  with  effect  from  1994,  the  pen¬ 
sionable  age  will  go  up  by  6  months  every  year  (that  is,  pensioners 
will  retire  a  half  a  year  later  each  year)  until  the  pension  age  of  60 
years  for  women  and  65  for  men  is  reached  in  2003  (age  differences 
between  the  genders  will  remain).  This  will  also  increase  the  labour 
supply,  which  means  that  problems  concerning  this  generation  will 
be  more  acute.15 

In  Hungary,  the  age  of  retirement  for  women  is  planned  to 
increase  by  one  year  every  second  year  until  it  reaches  60.  At  that 
time  the  common  retirement  age  for  men  and  women  will  rise  by  one 
year  every  second  year  until  it  reaches  65. 

At  the  same  time  in  the  Czech  Republic,  the  recent  government 
proposal  to  raise  the  retirement  age  for  men  from  60  to  62  and  for 
women  from  55-57  to  60  resulted  in  the  largest  demonstration  since 
the  'Velvet  Revolution'  of  40,000  trade  unionists  in  Prague. 

If  the  pensionable  age  needs  to  be  increased  in  the  immediate 
future  it  is  very  problematic  to  create  effective  early  retirement 
schemes  in  the  countries  in  transition.  Despite  the  fact  that  early 
retirement  is  often  used,  it  makes  the  unfavourable  dependence  ratio 
in  CEECs  even  worse. 

Unemployment  is  traditionally  high  among  the  low-skilled  or 
semi-skilled  workers,  youth,  women  and  people  of  pre-pensionable 
age.  Even  industrial  enterprises  have  been  cutting  administrative 
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(mainly  female)  jobs  in  favour  of  those  on  the  production  line.  In 
many  of  the  CEECs,  however,  such  occupational  and  demographic 
determinants  are  not  so  obvious.  Unemployment  rates  could  be 
higher  or  even  the  highest  among  the  population  in  their  economic¬ 
ally  most  active  ages  or  among  the  formally  well-educated  and, 
high-skilled  workers.  In  Hungary,  for  example,  the  unemployment 
rate  is  higher  among  men  because  closures  and  cut-backs  were 
concentrated  in  male-dominated  heavy  industry.  The  same  ten¬ 
dencies  are  developing  in  Bulgaria  and  Slovakia.  In  Poland,  the 
unemployment  rate  among  25^9  year-olds  was  13.0  per  cent,  at  age 
50-54  it  was  8.5  per  cent  and  among  55-60  year-olds  it  was  7.9  per 
cent  in  mid-1993.16 

Structural  disparity  between  the  job  offers  and  job  seekers  is 
today  typical  in  the  new  market  economies.  Very  few  white  collar 
workers  who  at  the  moment  are  out  of  the  labour  market  really  want 
to  fall  to  positions  lower  than  they  had  in  the  previous  social  structure 
or  to  accept  jobs  for  which  they  are  overqualified.  They  are  still 
looking  for  work  similar  to  that  which  they  had  before.  It  is  also  not 
easy  to  change  stereotypes  from  the  past.  At  the  beginning  of  1993, 
the  State  Employment  Board  of  the  Russian  Federation  reported  45 
per  cent  of  the  registered  unemployed  as  having  higher  or  special¬ 
ized  secondary  education  (graduates  of  universities  and  institutes  or 
professional  schools).17  At  the  same  level  of  education  were  38  per 
cent  of  job  seekers  registered  by  the  Tallinn  Employment  Office  at 
the  beginning  of  1994.18  But  20  per  cent  of  the  registered  job  vacancies 
there  needed  only  an  upper  secondary  level  of  education  and  52  per 
cent  only  basic  school  education  (grades  up  to  9)  or  an  even  lower 
level  of  education.  Many  of  the  highly  educated  unemployed  could 
be  requested  to  accept  a  job  for  which  they  are  overqualified.  Such  a 
structural  disparity  between  offered  vacancies  and  job  seekers  makes 
their  re-employment  very  complicated  and  helps  to  explain  why 
many  of  the  unemployed  are  not  visiting  state  employment  offices, 
and  prefer  to  look  for  jobs  independently. 

Low  labour  productivity,  a  high  level  of  unemployment  on  the  job 
and  other  factors  determine  that  changes  in  employment  in  the 
CEECs  have  mainly  resulted  from  the  reduction  of  overstaffing.  As 
the  sector  in  public  ownership  is  still  quite  large,  this  process  will 
continue  for  a  long  time. 

The  most  astonishing  point  in  the  rapid  growth  of  unemployment 
in  the  region  is  the  fact  that  many  essential  and  urgent  structures, 
services,  jobs  and  professions  required  in  the  new  economic  environ¬ 
ment  are  still  absent  or  poorly  developed,  which  means  that  un¬ 
employment  is  really  mainly  structural. 
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Employment  policy 

The  new  labour  market  was  a  great  shock  to  many  people  who  did 
not  realize  that  unemployment  would  emerge.  All  the  transition 
countries  have  established  their  own  state  policies  and  state  systems 
of  employment  and  safety  net  systems  for  unemployment.  The 
financing  of  the  employment  policies  is,  as  a  rule,  covered  by  special 
employment  taxes  or  a  part  of  social  security  taxes.  In  some 
countries,  a  payroll  tax  is  paid  by  employers  as  well  as  employees  to 
cover  these  expenditures. 

In  European  countries  with  an  advanced  economy,  the  share  of 
public  expenditure  on  labour  market  policies  is  typically  2  to  3  per 
cent  of  its  GDP  including,  on  average,  0.9  per  cent  on  active  measures.19 
In  almost  all  the  transition  countries  this  ratio  is  much  lower  and  often 
does  not  exceed  the  1  per  cent  level.  It  is  remarkable  that  Hungary, 
despite  its  budget  deficit  and  other  financial  difficulties,  has  found 
resources  for  labour  market  policy  equal  to  4-5  per  cent  of  GDP. 
Another  question  which  needs  serious  evaluation  is  the  cost- 
efficiency  of  the  expenditures. 

A  common  feature  of  employment  policies  in  all  the  transition 
countries  is  that  the  bulk  of  revenues  is  spent  on  passive  measures, 
mostly  on  unemployment  benefits.  Only  the  Czech  Republic  is  report¬ 
ing  an  increase  of  spending  on  active  labour  market  policies,  both  in 
absolute  and  in  relative  terms,  reaching  more  than  60  per  cent  of  total 
labour  market  expenditures.20  At  the  same  time,  due  to  the  rapid 
increase  in  the  number  of  unemployed,  the  amounts  spent  per  person 
in  real  terms  have  declined  in  most  of  the  CEECs.  It  is  understand¬ 
able  why  the  employment  offices  are  physically  unable  to  implement 
more  active  employment  and  job  creation  policies.  There  is  increased 
concern  over  the  targeting  and  cost-effectiveness  of  social  protection 
programmes  for  the  unemployed. 

It  should  be  mentioned  that  in  the  socialist  period  there  existed 
quite  a  well-developed  and  steady  process  of  retraining  and  up¬ 
grading  the  labour  force  at  the  workplace,  in  enterprise  training 
centres,  in  evening  and  correspondence  courses  and  in  study-leave 
programmes.  This  retraining  in  the  FSU  at  the  end  of  1980s  covered 
more  than  40  million  people  or  one  third  of  the  workers  per  year. 
Additionally  more  than  7  million  workers  per  year  obtained  a 
second  profession.21  Unfortunately  this  system  is  to  a  large  extent  in 
collapse.  Most  of  the  enterprise  training  centres  have  been  closed. 
New  employers  consider  training  a  state  function  and  are  looking 
for  qualified,  ready-trained  workers  from  the  labour  market. 
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In  the  CEECs,  despite  serious  difficulties,  the  whole  labour  market 
infrastructure  was  created  from  scratch  within  a  short  period  of 
time.  The  scope  of  services  offered  by  employment  offices  in  the 
region  is  extremely  wide  and  the  variety  on  offer  is  not  surpassed 
even  by  employment  services  offered  in  many  of  the  advanced 
economies.  Another  question  is  how  effective  a  well-designed 
labour  market  policy  could  be  in  cushioning  the  blow  of  un¬ 
employment.  Undoubtedly  it  could  improve  access  to  labour 
markets  and  jobs,  improve  the  skills  of  many  job  seekers,  enhance 
the  job  matching  process,  facilitate  the  re-integration  of  vulnerable 
workers  in  the  labour  market  and  redistribute  employment  oppor¬ 
tunities.  Being  an  integrated  part  of  the  reforming  process,  labour 
market  policy  could  actively  support  macro-economic  stabilization. 
However,  for  many  reasons  the  scope  and  efficiency  of  this  policy 
are  still  quite  limited. 

One  of  the  reasons  is  the  rapid  growth  in  the  number  of 
unemployed  which  has  reduced  the  real  value  of  expenditures  per 
client  and  increased  the  number  of  unemployed  per  employment 
office  staff.  It  is  reported  that  in  Romania  there  are  close  to  600 
unemployed  persons  per  one  employment  officer.22  In  such  circum¬ 
stances,  strained  by  the  lack  of  funds,  equipment  and  experience,  at 
best  these  offices  have  time  for  no  more  than  registration  of  visitors 
and  compensation  payments.  Only  in  the  Czech  Republic  are  there, 
on  average,  as  few  as  30  unemployed  persons  per  staff  member.  It  is 
not  surprising  that  active  labour  market  measures  enjoy  a  high 
priority  in  that  country. 

Despite  the  fact  that  retrained  people  as  a  rule  have  a  much  better 
chance  of  being  re-employed,  the  state  employment  offices  are  not 
able  to  satisfy  the  need  for  modem  retraining.  In  Estonia,  for  example, 
according  to  sociological  surveys  in  the  first  quarter  of  1994,  63  per 
cent  of  job  seekers  wished  to  attend  retraining  courses.  Only  16  per 
cent  of  them,  however,  were  offered  retraining  (the  corresponding 
figures  from  the  first  quarter  of  1993  were  70  per  cent  and  6  per  cent).23 
This  problem  is  serious  because  it  is  difficult  to  train  job  seekers 
without  definite  information  on  their  future  employment,  profession 
or  job. 

In  the  Czech  and  Slovak  republics,  state  employment  institutions 
are  actively  creating  new  jobs  within  job  creation  programmes,  but 
difficulties  remain  in  determining  how  many  of  the  new  jobs  really 
have  originated  within  these  policies.  In  some  countries,  public 
works  for  job  seekers  have  been  set  up.  These  works  also  motivate 
job  seekers  not  to  take  alternative  and  unregistered  jobs  during  the 
period  of  job  seeking,  and  not  to  collect  both  earnings  and  compen- 
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sation.  However,  the  efficiency  of  public  works  is  still  low. 

Serious  problems  are  associated  with  unemployed  young  people. 
Previously,  when  professional  education  was  planned  by  the  state, 
graduates  were  sent  to  their  first  workplace  on  compulsory  assign¬ 
ment  and  were  obligated  to  work  there  for  a  certain  period.  This 
arrangement  was  discontinued  soon  after  the  reforms  started. 

One  of  the  aspects  of  this  problem  concerns  the  students  who 
started  their  studies  just  before  the  reforms  were  put  into  effect.  The 
curriculum  at  that  time  was  not  designed  with  a  market  economy  in 
mind.  For  example,  students  in  agricultural  institutes  were  taught 
the  specialities  needed  for  a  collective  farm  system,  such  as  agri¬ 
culturist  or  animal  technician.  Now  the  collective  farms  have  dis¬ 
appeared  and  the  expertise  of  the  agricultural  students  is  insufficient 
for  private  farming  -  though  of  course  few  of  them  can  afford  to  start 
their  own  farms.  Many  students  graduating  in  the  engineering  or 
other  professions  have  the  same  problem. 

It  is  a  new  situation  for  a  young  person  to  launch  an  independent 
life  with  a  visit  to  an  employment  office  to  apply  for  an  allowance.  In 
many  cases,  the  applicant  might  also  have  to  consider  whether  a 
speciality  or  profession  achieved  with  4-5  years  of  study  is  perhaps 
outdated.  In  Russia,  for  instance,  59  per  cent  of  the  graduates  of  con¬ 
struction  and  administrative  colleges,  38  per  cent  of  those  in  higher 
education  institutes  and  about  half  of  those  from  professional  schools 
could  not  be  assigned  or  find  jobs  in  1992.24  There  are  many  ways  to 
generate  high  employment  opportunities  and  to  reduce  worklessness. 
These  can  include  general  economic  policies,  such  as  new  invest¬ 
ments,  liberal  wage  and  tax  policy  (reduction  of  marginal  taxation 
rates)  and  regional  and  special  employment  policy  measures.  But  in 
the  concrete  economic  situation  of  the  new  market  economies,  these 
countries  have  to  endure  a  stage  of  relatively  high  unemployment  - 
open  and  hidden.  At  the  same  time,  a  shortage  of  labour  in  certain 
fields  or  professions  will  coexist  with  the  growing  unemployment. 

Active  labour  market  policy  needs  close  cooperation  between  the 
employment  offices,  firms  and  employers,  especially  at  the  local  level. 
Unfortunately,  in  many  of  the  CEECs  such  local  cooperation  is  still 
very  rare,  despite  some  positive  experiences.  Tensions  in  the  labour 
market  create  the  need  for  new  industrial  relations  institutions  and 
for  coordinated  activities  and  policies  between  the  social  partners  - 
the  governmental  authorities,  and  the  employees'  and  employers' 
unions.  Unfortunately,  tripartism  is  not  functioning  effectively  as  a 
coordinated  social,  wage  and  employment  policy  in  any  of  the  tran¬ 
sition  countries. 

In  Hungary  the  first  step  towards  negotiating  collective  wage 
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bargaining  at  the  national  level  was  taken  in  1988  when  a  tripartite 
Council  on  Reconciliation  of  Interest  was  created.  In  1991  a  special 
tripartite  Labour  Market  Committee  was  established  to  coordinate 
employment  issues.  Significantly,  at  the  local  level  county  labour 
councils  were  established  to  discuss  and  determine  the  methods  and 
targets  of  resource  allocation.  In  Poland  the  Employment  Board, 
consisting  of  24  representatives  of  employees,  employers,  state 
administration  and  county  representatives,  is  replicated  at  the  region¬ 
al  and  local  levels.25  Polish  workers'  councils  in  state  enterprises  have 
been  very  powerful  in  fighting  for  their  rights. 

In  Bulgaria  the  first  general  agreement  between  the  Con¬ 
federation  of  Independent  Trade  Unions  (CITUB),  the  government 
and  the  national  Union  of  Employers  was  signed  in  February  1990. 
Bulgarian  trade  unions  are  very  active  in  forcing  the  government  to 
accept  social  and  wage  protection  measures  at  the  national  level.26 
The  trade  unions  played  an  important  role  not  only  in  economic  but 
also  in  political  development.  The  strike  by  two  main  trade  unions, 
Podkrepa  (Confederation  of  Labour)  and  CITUB,  led  to  the  resig¬ 
nation  of  the  socialist  government  at  the  end  of  1990.  In  the  FSU,  the 
first  agreements  between  the  social  partners  were  signed  at  the 
beginning  of  1991  in  some  of  the  republics,  but  as  a  rule  they  have 
very  little  influence  on  everyday  life  at  the  workplace.  The  main 
reason  is  the  absence  of  a  control  mechanism  over  decisions  made  at 
the  upper  level.  In  new  economic  situations  and  structures,  workers 
are  often  afraid  to  inform  labour  inspectors  or  other  authorities 
about  violations  of  labour  laws  and  agreements,  or  about  unsatis¬ 
factory  working  conditions,  because  they  fear  losing  their  jobs  and 
earnings.  For  example,  labour  surveys  have  shown  us  that  many 
workers  are  paid  below  the  officially  established  minimum  salary. 
Another  issue  is  the  safety  of  work. 

Trade  unions  are  also  going  through  a  period  of  transformation. 
In  most  countries  they  fall  into  two  categories.  First,  there  are  the 
'reformed'  organizations,  which  are  the  new  versions  of  the  old 
trade  unions.  Many  of  them  are  still  burdened  with  a  bad  image  from 
their  past,  when  they  were  called  'the  school  of  communism'  and 
'the  right  hand  of  the  party'.  There  are  also  hundreds  of  new  'alterna¬ 
tive'  unions.27  Especially  in  the  ex-Soviet  Union,  these  unions  arose 
out  of  strike  committees,  with  the  main  function  of  forcing  the 
government  to  pay  their  salaries  regardless  of  their  productivity  (but 
in  line  with  the  inflation  rate). 

Labour  issues  generally  are  still  not  the  first  priority  of  the 
employers'  unions  created  recently  in  most  of  the  CEECs.  As  the  ILO 
World  Labour  Report  for  1994  notes,  'the  employer  side  remains  by  far 
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the  weakest  link  in  the  nascent  tripartite  infrastructure  in  the 
region'.28  Therefore  the  quality  of  industrial  relations  in  the  region 
should  be  improved,  especially  at  a  level  closer  to  the  workers. 

A  new  phenomenon  in  the  region  is  the  process  of  international¬ 
ization  of  labour  markets.  This  process  has  numerous  aspects  and 
dimensions.  The  right  to  freely  chosen  employment  tends  to  raise  the 
occupational  and  territorial  mobility  of  the  work  force  in  general. 
Political  and  economic  development  and  the  new  openness  of  the 
societies  have  created  a  massive  migration  movement  within  and 
between  the  countries  and  regions  which  directly  affects  the  labour 
markets  of  the  rest  of  Europe.  In  the  FSU  it  is  closely  connected  to 
increasing  political  and  national  tensions  in  the  regions  effecting  a 
massive  outflow  of  Russians  from  the  Central  Asian,  Caucasus  and 
Baltic  countries.  Simultaneously  more  and  more  Western  specialists 
in  different  fields  are  working  in  CEECs  in  joint  companies,  projects, 
investment  and  foreign  aid  programmes,  bringing  with  them  their 
own  knowledge  and  experience. 

One  of  the  requirements  of  the  internationalization  of  labour 
markets  is  the  implementation  and  unification  of  the  necessary  legal 
framework,  including  internationally  recognized  labour  legislation 
and  conventions,  migration  regularities,  and  even  mutual  taxation 
rules.  Through  integration  into  the  world  market,  increasing 
competition  and  the  expansion  of  exports  to  Western  markets,  the 
transition  countries  have  imported  not  only  new  technology,  but  also 
new  knowledge,  experience,  labour  standards  and  discipline. 

At  the  same  time  there  is  also  a  process  of  nationalization  of 
labour  markets.  Sometimes  this  is  for  political  reasons.  For  example, 
many  countries  have  established  immigration  quotas  and  restrictive 
systems  of  work  assignment  and  residential  rights  in  order  to  protect 
their  own  labour  markets  or  demographic  structures.  Often  different 
social  benefits,  like  pensions  and  unemployment  compensation,  are 
directly  dependent  on  the  residential  status  of  the  person  (the  length 
of  time  spent  in  the  country).  Western  Europe  itself  has  implemented 
restrictive  rules,  thus  protecting  their  own  labour  markets  from 
cheap  labourers  from  the  East  who  try  legally  or  illegally  to  enter 
into  their  markets  and  are  ready  to  work  for  lower  wages,  overtime 
and  in  less  safe  working  conditions. 

There  is  a  massive  exodus  of  minority  nationals,  mainly  Russians, 
from  the  non-Russian  republics  of  the  FSU.  This  potential  is  not 
trivial.  According  to  the  population  census  in  1989,  25  million 
Russians  lived  outside  the  Russian  Federation's  borders  and,  in  a 
1991  survey,  37  per  cent  of  these  people  indicated  the  intention  to 
emigrate  to  Russia.29  Most  of  them  are  of  working  age. 


62 


REGIONAL  STUDIES 


By  the  end  of  1992,  there  were  1.5  million  officially  registered 
refugees  and  forced  migrants  in  Russia,  which  creates  serious  social 
problems  in  the  country.30  According  to  the  statistics,  the  net  external 
migration  was  -1.1  million  in  Russia  (1989-92),  -0.5  million  in  the 
Ukraine  (1989-91),  -0.5  million  in  Bulgaria,  roughly  equal  to  5  per 
cent  of  the  population  there  (1989-92),  and  -0.2  million  in  Romania.31 

At  the  same  time  there  is  also  a  massive  labour  force  inflow  to 
many  of  the  CEECs.  For  example,  due  to  the  increasing  differences 
in  wage  levels  and  job  opportunities,  many  Ukrainians  and  Byelo¬ 
russians  are  working  legally  or  illegally  in  neighbouring  countries  - 
in  Poland,  the  Czech  and  Slovak  republics,  and  in  Russia.  Workers 
from  the  bordering  areas  of  Poland  and  Hungary  seek  employment 
in  the  Czech  Republic,  Germany  and  Austria.  Territorial  mobility  of 
the  labour  force  is  also  becoming  more  intensive  within  the  transition 
countries. 

Growing  unemployment  not  only  results  in  a  loss  in  incomes  and 
a  deterioration  in  the  standard  of  living,  but  also  brings  about 
negative  psychological  effects.  It  influences  family  relations  which 
become  more  strained  when  breadwinners  are  unemployed.  Unem¬ 
ployment  is  costly  to  the  society  not  only  from  an  economic  point  of 
view  -  the  expense  of  unemployment  schemes,  for  example,  or  the 
reduction  in  revenue  from  taxes,  but  also  in  many  other  ways. 

There  are  changes  in  the  social  behaviour  of  the  unemployed,  for 
example,  such  as  an  increase  in  the  levels  of  crime,  alcoholism  or 
violent  deaths,  and  other  consequences  such  as  an  increase  in  heart 
diseases.  The  most  generous  indicator  of  social  development  -  life 
expectancy  at  birth  -  has  declined  in  Russia  from  70.1  years  in  1986-7 
to  66  years  in  1993  (for  men  from  64.9  to  60  years  and  for  women 
from  74.6  to  73  years).32  The  same  tendencies  are  observed  in  many 
other  countries.  In  Estonia,  for  example,  the  death  rate  has  increased 
from  39.2  (per  100,000  people)  in  1988  to  84.0  in  1993  from  only  three 
causes:  homicide,  suicide  and  alcohol  poisoning. 

To  a  great  extent  this  can  be  explained  by  the  increasing  economic 
difficulties  which  accompany  the  transformation,  including  the  dual 
hardship  of  unemployment  and  poverty.  There  is  a  high  level  of 
unemployment  among  individuals  resorting  to  crime.  Of  course, 
there  are  also  other  reasons,  such  as  an  increasing  gap  in  incomes,  or 
disorder  in  legislation  and  in  the  society  in  general,  which  explain 
the  growth  in  crime. 

The  main  way  for  people  like  those  in  this  group  to  be  socially 
protected  and  still  remain  active  members  of  the  community  is  not 
the  provision  of  higher  unemployment  and  other  benefits,  but  active 
and  effective  encouragement  to  return  to  the  labour  market  as  soon 
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as  possible.  The  creation  of  new  jobs  must  have  top  priority  to  help 
the  unemployed  find  a  way  to  support  their  families. 

Summarizing  these  tendencies  and  processes,  one  notes  that  stabili¬ 
zation  in  employment  and  the  labour  market,  and  adjustment  to  the 
market  conditions  in  the  countries  in  transition,  is  a  long-term  and 
painful  process.  Employment  reflects  the  changes  that  take  place  in 
the  economy  and  society  as  a  whole.  Different  social  groups  are 
passing  unequally  through  this  stage  of  development,  but  society 
has  a  responsibility  to  participate  actively  in  the  process  of 
adjustment  and  to  support  those  social  groups  which  are  not  able  to 
adapt  to  these  new  economic  conditions. 
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The  Politics  and  Economics  of 
Global  Employment: 

A  Perspective  from  Latin  America 

-HERNANDO  GOMEZ  BUENDIA- 


There  is  a  standard  methodology  for  analysing  the  dynamics  of 
employment  in  a  given  country  or  region.  The  main  variables  on  the 
supply  side  -  demographic  trends,  changes  in  the  rate  of  partici¬ 
pation,  and  quality  of  the  labour  force  (typically,  education)  -  are 
related  to  the  main  variables  on  the  demand  side  -  economic  growth 
and  changes  in  the  (sectoral)  labour  to  output  ratios  -  in  order  to 
account  for  any  eventual  disequilibrium,  to  spotlight  problem  areas, 
to  elaborate  projections,  and  to  evaluate  the  soundness  of  current  or 
of  proposed  policies. 

However,  there  are  two  good  reasons  not  to  follow  that  worn  path 
in  the  present  chapter.  The  first  is  that  documents  using  such  an 
approach  for  Latin  America  are  readily  available  from  several  sources, 
including  a  specialized  UN  institution  that  issues  them  both  com¬ 
petently  and  regularly  (The  Programa  Regional  de  Empleo  para 
America  Latina  y  el  Caribe,  PREALC).  The  second  is  that  the  stan¬ 
dard  approach  does  not  necessarily  highlight  such  peculiarities  of 
the  given  country  or  region  as  may  help  us  enrich  the  understanding 
of  employment  as  a  global  issue. 

For  the  present  purposes,  it  therefore  seems  more  useful  and 
perhaps  more  interesting  to  focus  instead  on  what  is  peculiar  to 
Latin  American  labour  history  and  the  current  situation,  in  order  to 
shed  some  light  on  two  less  frequently  discussed  aspects  of  employ¬ 
ment  and  unemployment  as  global  issues.  First,  the  functioning  of 
the  labour  markets  and  the  dynamics  of  unemployment  are  every  bit 
as  much  a  reflection  of  politics  as  they  are  a  reflection  of  economics. 
Second,  the  basic  ambiguity  in  the  concept  of  'unemployment' 
(namely,  that  the  same  word  stands  both  for  the  lack  of  a  job  and  for 
a  job  with  low  productivity)  has  far  more  implications  than  it  is 
customary  to  realize. 

Since  the  substantive  focus  of  the  chapter  is  employment  rather 
than  Latin  America,  it  begins  by  exploring  the  meaning  and  the  main 
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theoretical  and  policy  implications  of  the  two  above-mentioned 
angles  of  global  employment  that  can  best  be  appreciated  from  the 
vantage  point  of  Latin  America.  The  following  sections  are  mostly 
intended  to  ground  those  two  insights,  with  a  selective  review  of  the 
Latin  American  experience  and  current  situation.  Thus  the  chapter 
underlines  the  political  dimension  behind  each  of  the  four  most 
commonly  recognized  economic  peculiarities  of  the  Latin  American 
labour  market,  that  is:  the  large  size  of  the  informal  sector;  the  early 
and  uneven  development  of  labour  protection  regimes;  the  lag  in 
technological  development  which  blocks  further  expansions  in 
productive  employment;  and  the  large  extent  of  state  intervention 
reflected  in  the  large  share  of  the  public  sector  in  overall  employ¬ 
ment.  The  chapter  goes  on  to  provide  empirical  documentation  of 
the  dual  character  of  unemployment  in  Latin  America,  and  explores 
some  of  the  roots,  dynamics  and  consequences  of  this  complex 
duality.  It  then  focuses  on  the  close  link  between  the  ambiguity  of 
unemployment  and  its  political  expression,  by  pointing  out  the 
remarkably  low  priority  that  the  issue  has  in  Latin  American  public 
debate  and  economic  policy  making.  In  lieu  of  a  conclusion,  and 
although  the  issue  clearly  goes  beyond  Latin  America,  the  chapter 
closes  by  recognizing  the  fact  that  the  current  world  employment 
revolution  (that  is,  the  one  arising  from  the  primacy  of  human  know¬ 
ledge  over  traditional  factors  of  production)  has  quite  different 
implications  from  the  standpoint  of  the  two  varieties  of  'unemploy¬ 
ment',  and  poses  not  only  an  economic,  but  primarily  a  political 
challenge  to  Latin  Americans. 


Unemployment  as  a  political  issue 

Natural  as  it  may  seem  in  the  industrial  countries,  the  issue  of  unem¬ 
ployment  moves  in  and  out  of  the  academic  and  the  political  agendas 
as  the  ranks  of  the  jobless  undergo  major  expansions  or  contractions. 
Thus,  Keynesian  theories  and  institutions  were  the  offspring  of  keen 
academic  and  political  awareness  during  the  crisis  of  the  1930s.  Over 
the  four  following  decades  however,  sustained  economic  growth 
and  the  workings  of  the  welfare  state  combined  to  minimize  the 
problem  of  unemployment,  and  to  move  the  interest  of  professional 
economists  and  of  policy  makers  to  such  issues  as  inflation  and  the 
energy  squeeze.  Gradually  during  the  last  fifteen  years  or  so,  how¬ 
ever,  that  relative  peace  and  quiet  of  the  'Golden  Age'  have  been 
disrupted  by  three  main  emerging  trends: 
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1  The  transition  from  open  unemployment  rates  in  the  range  of  2 
per  cent  to  4  per  cent  of  the  labour  force,  which  was  typical  of  the 
economic  cycles  in  OECD  countries  during  the  1950s  and  1960s, 
to  the  6  per  cent  to  12  per  cent  range  of  the  1980s  and  1990s;1 

2  The  brusque  appearance  of  massive  open  unemployment  in  the 
new  market  economies  of  Europe;  and 

3  The  weakened  ability  of  the  welfare  institutions  to  protect  those 
who  had  lost  their  jobs  as  a  consequence  of  the  'neoliberal' 
trimming  down  of  the  state  in  most  OECD  countries  during  the 
1980s  (not  to  mention  the  debacle  of  'historic  socialism'). 

Natural  as  it  again  may  seem  in  the  industrial  countries,  the 
reduction  of  opportunities  for  work  had  an  impact  on  the  political 
arena,  up  to  the  point  that  today's  social  protest  in  those  countries  is 
being  fuelled  essentially  by  the  lack  of  jobs.  The  phantoms  of  racism 
and  xenophobic  movements  to  halt  immigration  are  once  more  on 
the  loose  in  several  industrial  societies.  Unemployment  has  become 
the  theme  of  many  recent  electoral  campaigns.  The  last  ministerial 
and  presidential  level  meetings  of  the  G7  countries  have  focused  on 
precisely  the  issue  of  unemployment. 

However,  it  is  not  social  reality  per  se  which  sets  the  academic  and, 
at  any  rate,  the  political  agenda,  rather  it  is  change  in  such  reality 
which  draws  public  attention.  For,  as  this  chapter  will  attempt  to 
demonstrate,  the  reality  of  unemployment,  open  and  otherwise,  has 
long  been  even  more  serious  in  Latin  America  than  in  the  industrial 
countries;  and  yet,  the  issue  has  not  commanded  a  priority  to  match 
that  of  the  industrial  world,  nor  are  there  any  clear-cut  signs  of  either 
increased  academic  awareness  or  increased  political  commitment  to 
face  the  problem.  Such  a  contrast  between  reality  and  the  perception 
of  reality  points  towards  a  more  general  proposition:  that  unemploy¬ 
ment  is  first  a  political  and  then  an  economic  issue. 

Granted,  the  problems  of  employment  have  long  been  at  the  core 
of  economic  thinking:  from  the  classicists'  theory  of  value,  to 
Marshall's  seminal  disutility  of  work,  and  on  to  Keynes  and  the  post- 
Keynesians.  One  may  even  reconstruct  the  history  of  economic 
theory  as  a  series  of  elaborations  on  the  subject  of  human  work. 
Moreover,  without  resource  to  any  of  the  cheap  varieties  of  reduc- 
tionism  -  and  especially  so  if  the  focus  remains  on  attempts  to 
explain  and  correct  unemployment  as  such  -  one  can  equally  trace 
the  political  reasoning  behind  each  major  economic  theory  (and, 
often  enough,  its  political  motivation  as  well).2 
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A  formal  analysis  of  the  cognitive  relations  between  the  economics 
and  the  politics  of  unemployment  is  beyond  the  scope  of  the  present 
chapter.  However,  lest  the  preceding  statement  sound  like  an  all  too 
sweeping  simplification,  some  precision  will  not  be  out  of  place. 

First  and  foremost,  the  statement  does  not  imply  that  economic 
theories  are  any  less  valid  or  any  less  useful  (but  it  does  imply  that 
economic  theories  may  be  more  or  may  be  less  usable).  The  statement 
does  not  necessarily  imply  that  the  'market'  (or  economic)  approach 
has  any  less  explanatory  or  predictive  utility  than  the  'power'  (or 
political)  approach  when  it  comes  to  labour  relations;  but  it  does 
imply  that  the  market  approach  is  not  exhaustive  and  that  unemploy¬ 
ment  becomes  a  public  issue  (that  is,  an  issue)  only  in  so  far  as  those 
affected  by  it  have  a  political  say.  Also,  the  statement  does  not  imply 
that  politics  may  function  in  an  economic  vacuum  or  that  the 
'superstructure'  may  work  independently  of  the  'infrastructure'.  It 
is  rather  the  opposite  which  remains  true:  the  failure  of  unemploy¬ 
ment  to  show  up  as  a  major  political  issue  in  Latin  America  is  largely 
due  to  the  difference  in  the  economic  composition  of  its  labour  force 
when  compared  with  that  of  industrial  countries. 


The  two  faces  of  unemployment 

In  his  celebrated  criticism  of  Malthus's  Essay  On  the  Principles  of 
Population,  Marx  half-jokingly  remarked  that  economics  was  on  the 
verge  of  becoming  'the  science  of  overlooking  what  is  obvious'. 
Thus,  global  reviews  of  'the  employment  problem'  all  too  often  fail 
to  pursue  the  full  implications  of  a  fact  so  obvious  that  it  gets 
customary  recognition  in  the  opening  paragraph  of  such  reviews: 
the  fact  that  there  is  not  'the'  problem  of  unemployment,  but  instead 
there  are  at  least  two  problems  -  of  open  unemployment,  and  of  low 
productivity  employment. 

It  is  of  course  true  that  in  any  society  there  are  both  jobless 
individuals  and  job  holders  with  very  low  productivity.  It  is  true  that 
open  unemployment  and  low  productivity  employment  both  add  to 
the  wastage  of  human  resources  (so  much  so,  that  low  productivity 
employment  is  labelled  by  some  'hidden  unemployment').  It  is  also 
true  that  the  two  phenomena  share  quite  numerous  and  complex 
relations  in  terms  of  logic,  of  measurement  and  of  causation. 

However,  none  of  the  above  is  reason  enough  to  overlook  the  fact 
that  lacking  a  job  is  not  the  same  thing  as  having  a  poor  job  nor,  what 
is  more  to  the  point,  that  open  unemployment  and  low  productivity 
employment  to  a  large  extent  have  different  relative  incidence  in 
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different  societies;  different  socio-economic  roots;  different  political 
dynamics;  and  different  kinds  of  cures. 

A  DIFFICULT  PROBLEM 

For  major  purposes  of  policy  and  of  politics,  the  problem  of 
employment  in  industrial  societies  is  open  unemployment,  whereas 
the  problem  of  employment  in  non-industrial  societies  is  low 
productivity  employment.  Furthermore,  as  it  turned  out,  unpro¬ 
ductive  employment  was  the  (hidden)  problem  of  centrally  planned 
economies,  but  it  rapidly  evolved  into  the  problem  of  open  unemploy¬ 
ment  as  soon  as  the  forces  of  the  market  were  set  free  to  operate. 

DIFFERENT  ROOTS 

The  reason  for  such  differential  incidence  is  not  difficult  to  assert. 
Almost  by  definition,  in  an  industrial  country  the  bulk  of  the  labour 
force  is  engaged  in  highly  productive  activities  (although  there 
remain  the  typical  pockets  of  left-behind  industries  and/or  regions). 
On  account  of  precisely  that  high  level  of  productivity,  it  was  his¬ 
torically  feasible  to  establish  some  sort  of  publicly  funded  compen¬ 
sation  system  for  those  workers  who  temporarily  find  themselves 
out  of  a  job.  Whence,  the  malfunctioning  of  the  labour  market  most 
likely  to  be  perceived  as  the  problem  of  employment  in  an 
industrialized  setting  is  none  other  than  a  swelling  in  the  ranks  of  the 
openly  unemployed,  both  because  of  their  political  protesting,  and 
because  of  the  enlarged  fiscal  burden  on  the  population  at  large. 

In  the  typical  non-industrial  country  no  doubt  there  exist  very 
many  persons  who  are  'without  a  job  and  actively  searching  for  one' 
(which  is  the  standard  operational  definition  of  open  unemploy¬ 
ment).  However,  in  the  absence  of  compensation  from  a  social 
security  institution,  the  openly  unemployed  can  only  be  a  small 
fraction  -  and,  at  that,  not  the  hardest-hit  fraction  -  of  the  total  popu¬ 
lation  affected  by  the  problem  of  employment:  to  put  it  simply, 
people  cannot  go  on  for  long  without  any  income  whatsoever,  so 
that  the  majority  remain  scraping  a  living  from  a  job  -  one,  however, 
of  low  productivity. 

DIFFERENT  POLITICS 

Once  again,  the  key  to  unemployment  becoming  a  political  issue  is 
a  publicly  funded  system  of  insurance.  No  matter  how  painful  the 
personal  experience,  a  worker  out  of  his  or  her  job  is,  on  that  very 
account,  not  very  likely  to  have  a  say  in  society.  It  takes  a  massive 
trauma  (such  as  the  depression  of  the  1930s)  or  widespread  fear 
among  the  organized  working  class,  to  establish  a  system  of  publicly 
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funded  compensation  to  the  unemployed.  Furthermore,  once  such  a 
system  is  enacted,  the  ups  and  downs  of  open  unemployment  are 
bound  to  become  an  issue  not  just  for  the  'powerless'  victims  but, 
more  importantly,  for  all  those  who  have  to  foot  the  bill  of  social 
security:  open  unemployment  becomes  politics  only  because  of 
economics  -  that  is,  only  when  it  affects  the  pockets  of  practically 
everyone. 

Thus,  the  history  of  open  unemployment  as  a  public  issue  is 
pretty  much  a  chapter  in  the  history  of  the  welfare  state.  At  first,  it 
was  the  struggle  of  the  organized  working  classes  to  establish  a 
system  of  insurance  in  each  industrial  country;  and  then  it  has  been 
the  issue  of  how  generous  a  system  each  society  can  afford,  on 
political  or  on  financial  grounds  ( de  facto  employment  insurance  of 
the  centrally  planned  economies,  once  again,  turned  out  not  to  be 
affordable). 

Most  developing  countries  have  stopped  short  of  enacting  a  non- 
discriminatory  system  of  public  compensation  for  the  jobless,  so  that 
open  unemployment  can  hardly  become  a  major  political  issue.  To 
close  the  circle,  there  is  a  two-sided  built-in  mechanism  that  blocks 
the  development  of  one  such  system  in  a  non-industrial  environ¬ 
ment:  the  numerical  (and  then,  political)  weakness  of  the  organized 
working  class;  and  the  wide  availability  of  non-productive  jobs  - 
that  is,  the  self-nourishing  economic  circuits  of  poverty. 

In  brief,  open  unemployment  is  a  political  issue  of  the  'modern' 
working  class,  and  cannot  achieve  political  predominance  before 
formal  wage  relations  become  the  general  rule  throughout  the 
economy.  That  is  the  'structural'  reason  for  open  unemployment  not 
to  be  a  top  priority  of  politics  in  a  non-industrial  society.  Low 
productivity  employment,  on  the  other  hand,  is  a  practical  synonym 
of  scant  social  organization  and  of  little,  if  any,  political  voice;  and 
that  is  the  structural  reason  for  low  productivity  employment  not  to 
be  a  top  priority  of  politics  in  a  non-industrial  society. 

DIFFERENT  POLICIES 

The  above  differences  not  withstanding,  low  productivity  employ¬ 
ment  and  open  unemployment  do  constitute  dimensions  of  one  and 
the  same  problem.  From  the  standpoint  of  society,  both  represent 
under-utilization  of  labour.  From  the  standpoint  of  the  worker,  they 
represent  tire  alternative  between  a  bad  job  and  no  job.  Hence, 
policies  which  will  be  effective  to  prevent  or  correct  open  unemploy¬ 
ment  must,  in  principle,  be  likewise  effective  to  reduce  low  product¬ 
ivity  employment,  and  vice  versa. 

However,  not  to  oversimplify  another  complex  matter,  it  is 
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generally  accepted  that  conventional,  short-run,  macro-economic 
policies  are  better  at  reducing  open  unemployment  than  at  alleviating 
low  productivity  employment  -  that  is,  at  curing  poverty.  Fiscal  and 
monetary  policies  may  expand  aggregate  demand,  thereby  reducing 
both  the  open  and  the  hidden  under-utilization  of  labour  (save,  of 
course,  for  stagflation);  but  it  seems  that  creating  new  jobs  is  easier 
than  raising  the  average  productivity  of  existing  jobs,  in  as  much  as 
the  second  requires  mid-  to  long-term  technological  innovation. 

Much  the  same  considerations  go  for  the  managerial  approaches 
to  lower  the  incidence  of  unemployment.  Such  direct  interventions  in 
the  labour  market  may  be  broadly  classified  into  four  basic  categories: 

1  Improved  systems  of  information  to  link  job  suppliers  and  de- 
manders.  These  systems  are  more  useful  in  the  case  of  specialized 
occupations  than  in  the  case  of  low-skilled  occupations.  It  so 
happens  that  low  productivity  employment  tends  to  concentrate 
in  the  latter,  whereas  open  unemployment,  if  anything,  typically 
tends  to  have  a  higher  incidence  among  the  more  educated. 

2  Public  works  and  emergency  employment  programmes.  These 
programmes  seem  to  be  more  effective  when  the  unemployed 
constitute  a  distinct  and  limited  category  of  the  economically 
active  population;  otherwise  they  tend  to  become  clogged  with 
scores  of  those  who  are  currently  low  productivity  (hence  low- 
paid)  workers. 

3  Changes  in  the  statutory  regulations  of  labour,  such  as  a  reduced 
minimum  wage  for  certain  categories  of  workers  (college  students, 
for  example)  or  increased  legal  barriers  to  lay-offs.  However, 
these  attempts  at  regulation  (or  deregulation,  as  the  case  might 
be)  are  effective  at  reducing  unemployment  only  to  the  extent  that 
formal  wage  relations  prevail  in  the  economy;  otherwise  they 
tend  to  be  massively  ignored  by  employers  and  employees  alike. 

4  Remedial  programmes  for  the  unemployed,  such  as  retraining  or 
loans  to  set  up  their  own  small  businesses.  These  programmes 
have  difficulty  in  'targeting',  rather  as  public  works  do,  and  what¬ 
ever  the  extent  of  that  difficulty  in  an  industrial  country,  in  non¬ 
industrial  societies  the  programmes  may  be  diluted  as  easily  as  a 
drop  in  the  sea  of  'hidden  unemployment'. 

The  pessimistic  undertone  of  the  above  is  not  gratuitous.  For  low 
productivity  employment  is  the  very  cornerstone  of  mass  poverty, 
and  mass  poverty  has  proven  far  more  difficult  to  cure  than  open 
unemployment.  It  is  not,  of  course,  that  little  can  be  done  or  has  been 
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done  to  improve  the  productive  (that  is,  the  earning)  capacity  of 
labour  in  Latin  America  (or  anywhere  else).  It  is  that  a  significant  and 
sustained  increase  in  the  productivity  of  a  majority  of  workers  is 
tantamount  to  overall  economic  development,  a  task  that  certainly 
takes  more  time  and  more  doing  than  the  standard  package  of 
macro-economic  handling  and  of  managerial  interventions  in  the 
labour  market. 


Labour  as  politics 

There  are  four  main  and  closely  related  'economic'  features  of  the 
Latin  American  labour  markets  that  typically  stand  out  in  inter¬ 
national  comparisons:  first,  the  extent  and  persistence  of  the  urban 
informal  sector;  second,  the  early  appearance  of  labour  protection 
regimes  and  of  systems  of  social  security  which,  however,  remain 
restricted  to  a  minority  of  the  economically  active  population;  third, 
the  slow  incorporation  of  technological  progress  (and  of  modern 
employment,  therefore),  which  has  somehow  stopped  at  the  very  gate 
of  the  truly  dynamic,  knowledge-based,  export-oriented  industries 
that  are  leading  today's  world  economic  development;  and  fourth, 
the  ample  role  of  the  state  in  regulating  labour  and  in  directly 
providing  employment  for  large  numbers  of  workers. 

Each  of  the  above  'economic'  peculiarities  can  be  accounted  for, 
and  has  been  largely  accounted  for,  in  terms  of  economics;  but,  behind 
each  of  those  economic  mechanisms  there  are  deeper  political 
tensions  at  work. 

THE  INFORMAL  SECTOR 

The  urban  informal  sector  is  composed  of  a  set  of  heterogeneous 
activities  basically  characterized  by  labour  intensive  technologies 
that  are  small  scale  with  free  entry  and  have  keen  competition  and 
few  official  rules.  All  such  characteristics  are  matters  of  degree,  so 
that  empirical  estimates  of  the  labour  force  in  the  informal  sector 
may  vary  rather  widely.  The  lack  of  reliable  statistics,  especially  for 
such  'non-modem'  categories  of  labour,  adds  to  the  problem  of 
measurement.  Thus,  even  though  the  best-guess  estimates  for  Latin 
America  fall  in  the  range  of  20  per  cent  to  30  per  cent  of  the  non- 
agricultural  labour  force,  figures  of  40  per  cent  and  over  (comparable 
to  those  for  Africa  and  for  Asia)  are  not  unheard  of  in  the  region 
either.3  At  any  rate,  given  the  much  higher  urbanization  of  Latin 
America  (see  below),  it  is  apparent  that  the  absolute  weight  of  the 
urban  informal  sector  in  the  region's  economy  surpasses  that  of  the 
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same  sectors  in  Africa  and  Asia.  Furthermore,  instead  of  declining, 
informality  appears  to  have  grown  in  urban  Latin  America,  both 
during  the  debt-adjustment  crisis  of  the  1980s  and  under  the  current 
flexibilization  of  the  labour  markets  (also  discussed  below). 

The  emergence  and  dynamics  of  widespread  labour  informality 
in  the  cities  may  be  cogently  explained  by  such  economic  factors  as 
those  posited  in  the  seminal  works  of  Lewis,  Ranis  and  Fei,  or 
Doeringer  and  Piore.4  However,  urban  informality  is  by  no  means 
restricted  to  the  world  of  gainful  work:  it  is  a  way  of  life  that,  in 
addition  to  the  workplace,  encompasses  informal  housing,  informal 
transportation,  and  informal  access  to  water,  sanitation  and  electricity. 
What  these  diverse  informal  activities  have  in  common  is  that  they 
all  result  from  poverty,  and  they  all  run  contrary  to  the  official  legal 
system. 

In  his  much  publicized  and  influential  re-analysis  of  Latin 
American  urban  informality  as  a  by-product  of  excessive  state 
regulations,  De  Soto,5  failed,  however,  to  realize  that  there  is  a  deeper 
reason  for  informality  to  imply  illegality:  stated  simply,  the  urban 
informal  economy  amounts  to  a  gigantic  private  appropriation  of  the 
public  good.  As  the  present  author  has  argued  in  detail  elsewhere: 

1  Informal  work  in  commerce  and  in  most  personal  services  is  work 
that  takes  place  in  the  streets  (a  public  good  par  excellence ); 
informal  manufacturing  takes  place  mostly  in  workshops  that  fail 
to  pay  urban  taxes  and  / or  fail  to  pay  for  the  use  of  public  utilities; 

2  Informal  housing  consists  either  of  squatters  illegally  occupying 
public  land  or  of  urban  settlements  developed  in  flagrant  vio¬ 
lation  of  the  building  standards  set  by  the  local  authorities  with 
an  eye  to  safeguard  the  public  space  and  the  collective  security 
and  sanitation,  which  of  course  are  public  goods; 

3  Informal  access  to  the  networks  of  waste  disposal,  water,  energy 
and  communications,  is  nothing  but  unpaid  access  to  these  public 
goods; 

4  The  informal  transportation  system,  whereby  unauthorized 
vehicles  offer  the  service  with  remarkable  speed  and  flexibility  in 
several  large  cities  of  Latin  America,  is  a  textbook  case  of  un¬ 
licensed  private  appropriation  of  a  public  good  (the  routes).6 

Behind  the  urban  informal  economy  there  thus  lies  a  major 
political  issue:  that  of  delimiting  and  protecting  the  sphere  of  the 
public  interest  in  the  face  of  widespread  poverty. 
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LABOUR  REGIONS 

The  Latin  American  labour  codes  are  generally  described  as 
generous  to  the  worker.  Generosity  being  a  multi-dimensional  and 
relative  concept,  the  description  seems  granted  by  impressionistic 
accounts,  by  a  few  available  itemized  comparisons  and  by  a  cursory 
look  at  the  cross-national  tables  on  labour  law.  In  terms  of  the 
number  of  aspects  of  the  work  relationship  that  are  regulated  and  of 
rights  stipulated  for  the  employees  and  for  their  unions,  Latin 
America  appears  roughly  on  a  par  with  Western  Europe  (from 
where,  as  a  matter  of  fact,  some  of  the  major  Latin  American  legal 
institutions  were  borrowed),  but  ahead  of  Asia,  Africa,  the  United 
States  and  Japan.7  To  this  extent,  Latin  American  employers  and 
mainstream  economists  may  be  right  in  singling  out  labour  law  as  a 
significant  minus  to  international  competitiveness.  Latin  American 
governments  currently  pushing  for  deregulation  and  flexibilization 
of  the  labour  markets  could  likewise  be  on  the  right  track. 

The  standard  (and  basically  sound)  economic  explanation  for  a 
legal  system  so  advantageous  to  the  Latin  American  worker  comes 
from  the  region's  well-known  history  of  industrial  protectionism. 
Faced  with  the  chronic  shortage  of  hard  currency,  the  larger  countries 
of  Latin  America  had  to  embark  upon  a  deliberate  strategy  of  import 
substitution  that  led  to  the  successful  development  of  increasingly 
complex  manufacturing,  in  a  succession  of  'waves'  that  began 
around  the  1910s.  However,  one  side  effect  of  the  artificial  barriers 
to  trade  was  the  encroachment  of  the  minority  industrial  unions 
which  retained  part  of  the  monopolistic  rents  and  secured  the 
generous  labour  legislation.8 

In  the  'economic'  explanation  there  naturally  are  some  hints  of 
politics.  Why,  if  not  because  of  politics,  did  the  larger  countries 
pursue  the  strategy  of  substituting  imports  beyond  the  limits  strictly 
imposed  by  the  shortage  of  foreign  currency  ?  By  which  means,  if  not 
by  politics,  did  the  monopolistic  advantage  of  the  industrial  unions 
translate  into  legislation?  Mention  should  be  made,  not  to  dwell  on 
the  obvious,  of  three  political  factors,  besides  import  substitution, 
that  have  contributed  to  the  generous  regime  of  labour  protection  in 
Latin  America:  the  teachings  of  the  Church,  the  historical  depth  of 
working-class  organization,  and  the  populist  movements. 

Tire  teachings  of  the  Catholic  Church  have  left  a  significant  imprint 
at  each  stage  in  the  development  of  Latin  American  labour  law:  from 
the  colonial  Codigo  de  Indias  and  its  well-intentioned  defence  of  the 
native  worker,  to  the  social  encyclicals  since  Pope  Leo  XIII  and  their 
echo  in  'social  Christian'  legislation,  and  up  to  the  radical  preaching 
known  as  the  'theology  of  liberation'  of  the  1960s-1970s. 
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The  much  forgotten  but  very  important  contributions  to  Latin 
American  labour  law  of  workers  in  the  exporting  sector  were  made 
well  before  the  times  of  workers  in  import  substituting  industries.  In 
fact,  the  Tieroic  age'  of  Latin  American  unionism  dates  back  to  the 
years  between  1870  and  1925,  when  the  expansion  of  the  world 
economy  dictated  that  the  region  would  specialize  in  the  supply  of 
raw  materials  and  of  foodstuffs.  Small  but  vocal  groups  of  workers 
in  the  then  modernizing  sectors  of  mining  (copper,  platinum)  and 
agriculture  (cereals,  coffee)  led  the  battle  to  secure  rights  fundamental 
to  the  success  of  future  generations,  such  as  the  right  to  unionize,  to 
collectively  bargain,  and  to  strike.  These  enclave  workers,  along  with 
some  of  those  employed  by  the  public  sector  (soldiers,  judges, 
teachers)  initiated  the  tradition  of  special  legislation  to  entrench  their 
privileges. 

Born  largely  as  the  political  voice  of  workers  in  the  import 
substituting  industries,  the  populist  movements  in  Latin  America 
have  turned  as  often  into  the  voice  of  the  excluded.  At  one  point  or 
another,  and  from  country  to  country,  populism  has  marshalled 
support  from  the  lower  middle  classes,  from  small  entrepreneurs, 
from  urban  'informals',  from  landless  peasants,  from  the  Indian 
population,  from  the  non-Catholics,  and  from  the  conventional  left. 
At  the  cost  of  ideological  ambivalence  and  political  instability,  the 
wave  of  populist  governments  in  the  Southern  Cone  (Argentina, 
Brazil,  etc.)  during  the  1950s  and  1960s,  as  well  as  that  in  the  Andes 
and  Central  America  during  the  1970s  and  the  1980s  (Nicaragua, 
Peru,  etc.)  nonetheless  managed  to  spill  some  protectionist 
legislation  in  the  direction  of  this  or  that  excluded  sector  of  society.9 

It  is  the  relatively  autonomous  performance  of  politics  in  Latin 
America  which  may  best  account  for  the  widely  acknowledged 
prematurity  of  labour  protectionism  in  purely  economic  terms  (with 
legal  standards  more  generous  than  demanded  by  the  level  of 
economic  development).  The  proof,  and  the  main  consequence,  of 
this  historical  record  is  a  highly  stratified  labour  market,  where  a 
majority  de  facto  remain  far  below  the  legal  prescriptions,  whereas 
the  modem  working  classes  disperse  in  a  bewildering  number  of 
tailor-made  labour  regimes.  A  bird's  eye  look  at  social  security  is 
illustrative  enough  of  such  a  state  of  affairs.10 

Uruguay,  Argentina,  Chile,  and  even  Brazil  and  Colombia 
preceded  the  United  States  in  the  establishment  of  such  benefits  as 
injury  compensation  and  retirement  pensions  for  certain  categories 
of  workers.  By  the  1920s  to  1930s,  these  countries  had  evolved 
complex  systems  of  legal  regulation  to  preside  over  quite  a  number 
of  social  security  risks  for  quite  a  number  of  different  categories  of 
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workers.  Furthermore,  the  legal  system  is  generous  to  the  point  of 
offering  some  benefits  not  to  be  found  in  those  of  the  most  developed 
countries  (retirement  after  20  years  of  service  and  regardless  of  age, 
pension  equivalent  to  the  full  salary  at  retirement,  orthodontics  or 
contact  lenses  as  part  of  the  health  insurance).  So  generous  indeed  is 
the  system  that,  were  the  law  to  apply  in  reality  to  all  those  entitled 
in  theory,  some  countries  would  have  to  devote  as  much  as  40  per 
cent  of  their  GDP  to  that  purpose. 

However,  there  is  an  abyss  between  law  and  reality.  In  many 
countries,  the  actual  coverage  of  basic  social  security  is  below  25  per 
cent  of  the  economically  active  population  and  the  average  for  Latin 
America  (not  including  Brazil)  is  only  43  per  cent.  Among  those 
covered,  there  are  extreme  and  unjustified  inequalities:  pensions  in 
different  occupations  can  vary  by  a  ratio  of  8  to  1,  and  the  ratio  for 
hospital  beds  in  different  areas  can  reach  63  to  1.  In  Colombia  alone, 
there  are  over  200  different  insurer  institutions,  with  different 
benefits,  funding,  legal  frameworks,  and  administrations.11 

INDUSTRIAL  PROTECTIONISM 

After  its  encouraging  take-off  in  the  1950s  and  the  1960s,  the  industrial 
development  of  Latin  America  began  to  decelerate  in  the  1970s,  and 
even  receded  in  the  last  decade,  as  the  share  of  manufacturing  in 
GDP  fell  from  25.2  per  cent  in  1981  to  23,8  per  cent  in  1989.12  The 
region's  share  in  total  world  exports,  on  the  other  hand,  plummeted 
from  about  12  per  cent  in  the  1950s  to  a  mere  4  per  cent  by  the  start 
of  the  1980s.13  Thus  (so  goes  the  standard  economic  explanation  of 
Latin  America's  lost  dynamism)  the  strategy  of  substituting  imports 
turned  out  to  have  two  self-defeating  features.  First,  more  complex 
manufactures  demanded  more,  not  fewer,  imported  inputs.  Second, 
the  ensuing  distortion  in  relative  prices  depressed  the  region's 
export  capacity  and  thus  its  ability  to  earn  foreign  currency. 

Side  by  side  with  these  perfectly  plausible  economic  factors,  a 
political  factor  is  also  at  work.  Not  to  overstress  a  non-existing 
dilemma,  one  could  phrase  it  in  the  language  of  the  distinguished 
economist  Professor  Herbert  Simon:  Latin  American  firms,  like 
other  firms,  do  not  necessarily  aim  at  profit  maximization,  but  at 
whatever  goal  is  deemed  'satisfactory'  by  their  decision  makers.14  By 
and  large,  Latin  American  industrialists  were  not  interested  in  a 
growing  share  of  the  world  market  leading  in  the  long  run  to 
maximization  of  profits,  but  were  satisfied  instead  with  their  piece 
of  the  domestic  market.  In  a  context  of  artificial  industrialization  (or 
the  deliberate  and  systematic  creation  of  barriers  to  the  cheaper 
imports)  the  attaining  and  the  keeping  of  a  piece  of  the  domestic 
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market  were  undeniably  political  tasks.  First  and  foremost,  firms 
depended  on  governmental  regulations  and  protection. 

If  informality  is  the  politics  of  the  urban  poor,  and  social  security 
is  the  politics  of  the  organized  working  class,  protectionism  is  thus 
the  politics  of  many  of  Latin  America's  economic  elites.  There  is  a 
keenly  competitive  segment  of  the  elite,  but  there  are  also  -  as  in  a 
different  twist  of  the  region's  pervasive  dualism  -  too  many  and  too 
powerful  'pre-modem'  elites  who  conceive  of  and  deal  with  the  state 
in  a  partnership  very  reminiscent  of  sixteenth-seventeenth  century 
European  mercantilism.15 

THE  ROLE  OF  THE  STATE 

The  crucial  role  of  the  state  in  moulding  the  labour  markets  of  Latin 
America  should  be  readily  apparent.  It  is  the  set  of  legal  regulations 
(the  state  itself,  in  Kelsen's  classic  definition)16  which,  by  exclusion, 
accounts  for  the  very  existence  of  informality.  It  was  through  the 
state  that  an  early,  overgenerous  and  highly  uneven  legislation  on 
labour  was  enacted  in  Latin  America,  and  it  was  because  of  state 
protectionism  that  modem  industrial  employment  expanded  and 
stagnated  in  Latin  America. 

The  state  itself  is  an  important  source  of  employment  in  Latin 
America.  In  keeping  with  the  region's  midway  standing  between  the 
industrial  world  and  the  other  developing  areas,  the  share  of  the 
public  sector  in  total  non-agricultural  employment  appears  to 
fluctuate  in  the  range  of  10-15  per  cent  for  the  larger  Latin  American 
countries,  which  is  above  the  apparent  5-10  per  cent  of  many 
countries  in  Asia  and  Africa,  but  below  the  apparent  15-25  per  cent 
span  of  many  industrialized  countries.17  There  is  also  some  evidence 
to  the  effect  that  public  workers  in  Latin  America  are  relatively  more 
active  in  labour  politics  (and  in  ordinary  politics,  as  the  case  may  be) 
than  their  counterparts  in  developed  nations.18  The  absence  of  an 
effective  civil  service  career,  and  the  paucity  of  opportunities  for 
alternative  employment  of  the  better  educated,  could  lend  additional 
credibility  to  such  a  hypothesis.  At  any  rate,  the  public  workers  in 
Latin  America  appear  to  be  specially  artful  at  the  (political)  game  of 
holding  one's  job  in  times  of  difficulty.  In  the  words  of  the  ILO: 

Unusually,  the  Latin  American  experience  (during  the  last  few  years) 
was  not  one  of  continuous  cutbacks  in  public  sector  employment.  This, 
in  fact,  rose  from  15.7  per  cent  of  non-agricultural  employment  in 
1980-1985  to  16.5  per  cent  during  1985-1990,  while  the  share  of  large- 
scale  private  sector  employment  declined  over  the  same  period.19 

The  wealth  of  labour  legislation  is  extensive  with  respect  to  the 
public  workers.  Reglamentarismo,  as  it  came  to  be  known  in  other 
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languages,  is  indeed  part  of  a  more  elaborate  game  of  enacting  new 
laws  and  avoiding  the  law,  so  that  some  may  remain  more  equal 
than  others.  Reglamentarismo  establishes  a  two-track  system  whereby 
each  party  may  choose  'to  go  formal'  or  'to  go  informal',  so  that  there 
is  a  formal  reality  for  those  who  can  afford  compliance  with  the  law 
and  an  informal  reality  for  those  who  cannot.  The  gap  between 
legislation  and  reality  is  thus  endemic  to  the  whole  of  Latin 
American  labour  relationships,  not  only  to  social  security  or  to  the 
workings  of  the  informal  sector.  The  state  itself  is  no  exception  to  this 
rule,  so  that: 

1  Governments  often  withhold  official  recognition  from  the  most 
powerful  unions,  yet  negotiate  with  them  as  representatives  of 
the  workers; 

2  Collective  bargaining  and  strikes  are  prohibited  or  severely 
limited  for  workers  in  the  public  sector,  yet  they  routinely  take 
place  throughout  Latin  America;  and 

3  Privileges  above  the  'universal'  law  are  continuously  extended  to 
power  holders  within  the  state,  such  as  the  lawmakers  themselves, 
the  military,  or  the  employees  of  strategic  (petroleum,  for  example) 
or  sensitive  (utilities,  for  example)  enterprises  in  the  public  sector. 


Labour  dualism  revisited 

THE  TWO  SECTORS 

In  1990,  Latin  America  was  home  to  about  8.3  per  cent  of  the  world 
population,  but  the  share  of  the  region  in  global  registered  unemploy¬ 
ment  came  close  to  9.8  per  cent.20  To  put  it  somewhat  differently:  the 
probability  of  an  individual  of  working  age  (between  15  and  65)  to 
be  out  of  a  job  in  Latin  America  was  around  1.23  times  that  of  a 
person  who  lived  outside  the  region.21  Furthermore,  a  computation 
based  on  the  available  statistics  (admittedly  rough  and  dated),  put 
the  rate  of  underemployment  (part-time  jobs  plus  low  productivity 
jobs)  for  Latin  America  slightly  above  the  corresponding  rate  for  the 
world  as  a  whole  (20  per  cent  versus  18  per  cent).22  The  realities  of 
Latin  American  unemployment  are  therefore  undeniable. 

However,  those  realities  are  not  without  a  peculiar  consolation: 
the  20  per  cent  underemployment  rate  of  Latin  America  compared 
favourably  to  the  25  per  cent  reported  for  Asia,  and,  even  more  so, 
to  the  40  per  cent  that  prevailed  in  Africa  (that  is,  according  to  the 
equally  rough  and  dated  estimates  for  these  regions).23  On  the  other 
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hand,  the  current  rate  of  open  unemployment  in  Latin  America  (7-8 
per  cent)  is  actually  somewhat  lower  than  that  of  the  OECD 
countries  (where  it  approaches  9  per  cent)  and  quite  low  compared 
to  those  of  Eastern  Europe  (where  some  exceed  15  per  cent).24 

The  optimistic  would  thus  be  right  in  asserting  that  low  product¬ 
ivity  employment  is  not  quite  as  pervasive  in  Latin  America  as  it  is 
in  Africa  or  in  Asia,  whereas  open  unemployment  in  Latin  America 
is,  nowadays,  not  high  when  compared  to  the  transition  economies, 
or  even  to  the  OECD  countries.  Unfortunately,  the  pessimistic  could 
as  well  point  to  the  reverse  side  of  the  picture:  Latin  America  shares 
the  problem  of  extended  'modern'  (open)  unemployment  with  the 
industrial  world,  and  the  problem  of  extended,  low  productivity, 
'pre-modem'  unemployment  with  the  non-industrial  world.  In  terms 
of  the  structure  of  the  labour  markets,  and  of  the  dynamics  of 
employment  and  unemployment,  Latin  America  does  somehow 
stand  midway  between  the  industrialized  world  and  the  rest  of  the 
developing  regions. 

Of  course,  the  theory  of  structural  dualism  which  was  so 
influential,  so  debatable,  and  so  debated  during  the  1960s,  had  its 
major  inspiration  in  the  realities  of  Latin  America,  but  one  does  not 
have  to  reach  back  into  the  many  complexities  (and  niceties)  of  that 
debate,  in  order  to  acknowledge  well  into  the  1990s,  that: 

1  There  are  indeed  parts  of  the  economy  of  Latin  America,  including 
parts  of  the  labour  force  and  of  the  labour  market,  whose  behaviour 
resembles  that  of  the  industrialized  nations  to  a  much  higher 
degree  than  other  parts  do; 

2  Modem  economic  units  and  labour  relations  began  to  flourish  as 
early  as  the  last  decades  of  the  nineteenth  and  the  first  decades  of 
the  twentieth  century,  so  that  the  modem  sector  in  Latin  America 
is  relatively  older  and  relatively  larger  than  its  counterparts  in 
Asia  or  Africa  (if  each  region  is  considered  as  a  totality);  and 

3  There  exists  a  wide  range  of  variation  among  the  23  Latin  American 
countries  in  terms  of  the  relative  weights  of  the  traditional  and  the 
modem  sectors.  Argentina  is  not  the  same  as  Haiti,  nor  is  Nica¬ 
ragua's  modem  sector  comparable  in  size  or  complexity  to  that  of 
Brazil  (neither,  one  should  be  careful  to  add,  is  Brazil's  Nordeste 
comparable  to  Sao  Paulo,  nor  Managua  comparable  to  Bluefields). 

THE  TRANSITIONS 

It  is  precisely  the  sharpness  of  the  contrast  between  modern  and  pre- 
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modem  Latin  America  which  highlights  the  far-reaching  ambiguity 
of  the  concept  of  unemployment.  In  Latin  America,  low  productivity 
employment  and  open  unemployment  have  coexisted  longer,  and 
perhaps  in  a  more  complex  and  striking  fashion,  than  in  other  parts 
of  the  developing  world.  In  turn,  this  situation  reflects  the  fact  that 
some  of  the  fundamental  transitions  leading  to  the  emergence  of  a 
modern  labour  market  began  somewhat  earlier  in  Latin  America 
than  in  other  developing  regions. 

By  the  1930s,  the  demographic  transition  was  already  well  under 
way  in  countries  like  Argentina,  Chile  and  Uruguay.  The  drastic 
decline  in  average  mortality  rates  of  the  post-war  years  generalized 
quite  rapidly  throughout  Latin  America,  so  that  during  the  1950s 
and  on  into  the  1960s,  the  subcontinent  boasted  the  dubious  honour 
of  being  the  fastest-growing  region  of  the  world.  Consequently,  the 
population  of  working  age  recorded  an  annual  growth  rate  of  3.3  per 
cent  during  the  1970s,  a  rhythm  unmatched  by  any  other  developing 
region.25  However,  the  fertility  rate  began  to  diminish  a  few  years  in 
advance  of  those  in  other  regions,  so  for  the  quinquennium  1985-90, 
the  fertility  rate  for  Latin  America  (3.4  per  cent)  remained  below 
those  of  Asia  (3.5  per  cent),  Africa  (6.3  per  cent),  and  the  developing 
world  as  a  whole  (3.9  per  cent).26 

The  decreased  pressure  on  the  labour  market  to  be  gained  from  a 
diminishing  growth  in  the  population  of  working  age  was  partly 
offset  by  (once  again,  earlier)  increases  in  the  ratio  of  labour  force 
participation.  In  particular,  Latin  American  women  began  to  enter 
the  (registered)  labour  market  at  a  comparatively  early  date,  so  that 
the  female  rate  of  economic  activity  in  some  cases  comes  close  to  that 
of  the  OECD  countries  (Uruguay's  40  per  cent,  for  example),27  or  that 
the  share  of  women  in  the  labour  force  rose  from  32  per  cent  in  1980 
to  a  remarkable  38  per  cent  in  1988.28 

The  net  effect  of  a  high  but  decreasing  rate  of  growth  in  the 
population  of  working  age,  and  an  accelerating  growth  in  the  rate  of 
labour  participation,  especially  by  women,  has  been  a  sustained  high 
but  clearly  decreasing  expansion  of  the  economically  active  popu¬ 
lation.  From  an  annual  growth  rate  of  3.1  per  cent  during  the  1970s, 
it  slowed  down  to  2.8  per  cent  during  the  1980s.29  Naturally,  this 
beneficial  trend  is  a  good  part  of  why  open  unemployment  is  not  that 
bad  in  Latin  America  today. 

Some  of  the  major  spatial,  sectoral  and  occupational  redistribution 
of  labour  that  is  characteristic  of  long-term  economic  growth  and  of 
structural  modernization  has  been  going  on  for  the  best  part  of  this 
century  in  Latin  America.  With  a  full  72  per  cent  of  its  population 
living  in  cities,  Latin  America  is  by  far  the  most  highly  urbanized 
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area  of  the  developing  world.  Asia  and  Africa  trail  with  an  index  of 
34  per  cent  each.30  Employment  in  agriculture  had  fallen  to  26  per 
cent  of  the  total  work  force  by  the  end  of  the  1980s,  from  about  55  per 
cent  in  the  1950s.31  A  review  of  the  scattered  historical  evidence 
attests  to  the  growing  share  of  the  employees  vis-a-vis  the  independent 
workers,  to  the  continued  differentiation  of  the  labour  force  in  terms 
of  skills  and  specialities,  to  the  relative  enlargement  of  such  categories 
as  white  collar  or  professional,  and  to  similar  signs  of  a  rapidly 
modernizing  structure  of  occupations  in  Latin  America.32 

There  is,  however,  one  crucial  respect  in  which  Latin  America 
failed  to  complete  the  transition  to  a  truly  modem  labour  market.  This 
missing  link  was  of  course  a  highly  dynamic  industrial  sector,  capable 
of  providing  rural  out-migrants  with  productive  employment  in  the 
cities.  Many  genuine  efforts,  and  much  rhetoric,  notwithstanding, 
the  telling  facts  still  are  that  employment  in  modern  manufacture 
has  fluctuated  only  slightly,  at  around  a  scant  14  per  cent  of  the  total 
labour  force  during  almost  four  decades  and  that  the  overall  per 
capita  productivity  of  workers  in  1986  was  practically  the  same  as 
that  of  1950.33 

Predictably,  the  result  of  such  a  crucial  deviation  from  the  classical 
path  (the  one  followed  by  today's  industrial  countries)  was  to  be  a 
sharpening  of  dualism  in  the  Latin  American  labour  market.  Much 
to  its  credit,  the  modern  industrial  sector  did  manage  to  keep  its 
percentage  share  of  a  rapidly  growing  active  population  and,  at  the 
same  time,  to  raise  the  average  productivity  of  labour  as  more  capital- 
intensive  technologies  were  introduced.  However,  the  bulk  of  rural 
immigration  -  propelled  by  the  demographic  explosion  plus  the 
structural  inability  of  traditional  agriculture  to  create  employment  - 
still  had  to  find  its  way  into  the  informal  circuits  of  the  urban 
economy.  Thus,  the  travel  guide  picture  of  Latin  America  -  large  and 
chaotic  cities,  a  myriad  of  informals,  some  left-behind  peasants,  and 
a  few  dueflos  -  has  indeed  some  grounds  in  real  life. 

However,  the  conventional  picture  fails  to  realize  -  as  the  much 
more  respectable  theory  of  structural  dualism  had  failed  to  realize 
back  in  the  1960s  -  that  there  exists  an  extended  and  complex  net  of 
interactions  between  the  two  apparently  isolated  sectors  of  the 
labour  market.  One  of  the  earliest  and  firmest  conclusions  to  come 
out  of  the  intensive  empirical  research  conducted  since  the  1970s  has 
been  the  view  of  the  informal  sector  as  an  employer  of  last  resort  for 
recent  rural  migrants  and  for  workers  severed  from  the  modern 
firms.34  Not  as  much  attention  has  been  paid,  however,  to  the 
complement  of  that  conclusion,  namely  that  expansions  of  formal 
employment  likewise  pull  workers  away  from  the  informal  sector. 
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THE  INTERCONNECTION 

The  last  point  deserves  some  elaboration.  There  appears  to  be  a  two- 
way  interaction  between  low  productivity  employment  and  open 
unemployment.  In  the  absence  of  social  security  compensation,  the 
jobless  worker  after  a  while  tends  to  engage  in  the  free  entrance 
activities  of  the  informal  sector  in  order  to  provide  for  his  or  her 
subsistence.  Conversely,  when  new  opportunities  are  opening  up  in 
the  modem  market,  some  low  productivity  workers  abandon  their 
low  productivity  (low  pay)  posts  in  the  informal  sector  to  move  into 
(or  to  move  back  into,  as  the  case  may  be)  the  formal  economy. 

One  important  consequence  of  the  above  two-way  interaction  is 
to  damp  the  upward  or  downward  movements  in  both  the  rate  of 
open  unemployment  and  the  rate  of  low  productivity  employment. 
The  constant  movement  of  workers  across  the  formal-informal 
divide  functions  as  a  mechanism  of  automatic  levelling  between  the 
two  rates.  A  contraction  in  the  modern  economy  is  partly  reflected 
in  higher  open  unemployment  and  partly  diverted  into  higher 
underemployment  (as  some  workers  'trickle  down'  to  the  informal 
sector).  By  the  same  token,  an  expansion  in  the  modern  sector  is  but 
partly  reflected  in  a  reduction  of  open  unemployment.  This  mecha¬ 
nism  appears  to  be  the  main  reason  behind  the  truly  remarkable 
stability  of  both  the  rates  of  open  unemployment  and  of  low 
productivity  employment  in  Latin  America. 

During  the  three  or  so  decades  that  statistics  for  the  larger  countries 
have  been  collected  on  a  regular  basis,  total  urban  open  unemploy¬ 
ment  for  Latin  America  has  remained  in  the  fairly  narrow  range  of 
5-10  per  cent  of  the  labour  force.  Stability  is  likewise  the  rule  within 
each  country,  although  some  countries  (Chile,  for  example)  consis¬ 
tently  display  a  rate  above  the  average,  while  some  others  (Mexico, 
for  example)  consistently  stay  below  the  average.  It  takes  a  major 
event  -  say,  Brazil's  short-lived  boom  of  the  early  1960s  or  Nicaragua's 
nightmarish  recession  of  the  late  1980s  -  to  move  the  rate  of  open 
unemployment  3  or  4  points  away  from  the  nation's  historical 
average.35 

Time  series  of  low  productivity  employment  are  not  available  for 
Latin  America,  but  some  related  indicators  seemingly  point  to  a 
similar  long-run  stability  in  this  kind  of  unemployment.  Thus,  the 
population  engaged  in  informal  activities  has  been,  time  and  again, 
reported  to  be  somewhere  between  20  and  30  per  cent  of  the  total 
Latin  American  labour  force.  Some  countries  feature  larger  informal 
sectors  (Peru)  and  some  feature  smaller  ones  (Uruguay),  but  indi¬ 
vidual  stability  across  time  is  nonetheless  the  rule.36  On  another 
account,  a  careful  review  of  the  historical  statistics  shows  that  the 
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proportion  of  persons  below  the  poverty  line  in  rural  and  urban 
Latin  America  has  fluctuated  only  slightly  around  an  average  of  43 
per  cent  during  the  last  three  decades,  with  much  the  same  holding 
for  each  country  in  relation  to  its  own  average.37 

THE  RECENT  PAST 

Stability  is  not  immobility.  A  drastic  change  in  the  overall  economic 
picture  does  alter  the  rates  of  unemployment  in  significant  ways,  but 
even  in  such  turbulent  times,  much  of  the  action  consists  of  workers 
moving  across  the  border  between  the  modem  and  the  non-modern 
sectors.  The  recent  turns  in  the  economy  of  Latin  America  serve  well 
to  illustrate  both  points. 

The  1980s  came  to  be  known  as  the  'lost  decade'  of  Latin  America: 
a  combination  of  external  shocks  (mostly,  the  debt  crisis)  and 
domestic  evils  (mainly  fiscal  in  nature)  led  to  an  accumulated  loss  of 
fully  8.3  per  cent  in  per  capita  income  between  1981  and  1989  (after  30 
years  of  uninterrupted  growth  at  an  average  annual  rate  of  around 
2.6  per  cent).38  It  was  only  during  the  worst  part  of  the  decade, 
however,  that  open  unemployment  experienced  a  generalized  (and 
even  then  modest)  increase,  so  that  the  overall  rate  went  from  about 
7  per  cent  to  about  9  per  cent  in  the  three  years  between  1981  and 
1983. 

Beginning  in  1984,  open  unemployment  gradually  shrank,  and  by 
1990  it  had  gone  back  to  pre-crisis  levels.  Furthermore,  the  crisis 
helped  bring  about  a  fairly  drastic  reorientation  of  economic  policy, 
away  from  the  traditional  mix  of  protectionism  and  state  inter¬ 
ventionism  and  towards  the  more  'modem'  profile  of  external 
openness  and  a  much  more  dynamic  role  for  the  private  sector.  The 
broadly  based  set  of  institutional  reforms  (including  customs, 
exchange  rate  controls,  taxes,  commercial  integration,  foreign 
investment,  privatizations,  physical  infrastructure,  and,  yes,  labour 
law)  has  been  generally  welcomed  by  professional  economists  and 
multilateral  organizations,  as  a  much-needed  shift  towards  efficiency, 
international  competitiveness  and  substantial  expansion  of  oppor¬ 
tunities  for  productive  employment.39  Whether  this  optimism  is  well 
grounded  or  not,  it  is  still  too  early  to  judge.  As  far  as  it  concerns 
employment,  the  ILO's  Labour  Report  for  1994  puts  it  this  way:  'The 
signs  of  recovery  in  output  growth  in  Latin  America  (during  the 
1990s)  have  so  far  been  insufficient  to  bring  about  significant 
improvements  in  the  overall  employment  situation —  For  Latin 
America  as  a  whole,  urban  unemployment  fell  from  7.9  per  cent  in 
1990  to  7.4  per  cent  in  1992'.40 

Be  that  as  it  may,  beneath  the  stability  of  visible  unemployment. 
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there  has  been  considerable  restructuring  of  the  urban  labour  force 
during  this  past  decade.  First,  modem  employment  proper  (public 
sector  plus  large  or  medium-sized  private  enterprises)  grew  by  an 
average  of  around  1  per  cent  a  year,  that  is,  at  about  one  third  the 
speed  of  the  economically  active  population  (2.8  per  cent).  Con¬ 
sequently,  the  share  of  modem  employment  in  the  non-agricultural 
total  fell  from  55  per  cent  in  1980  to  44  per  cent  in  1990.  Second,  the 
share  of  large  (and  presumably  more  modern)  enterprises  in  private 
non-agricultural  employment  went  down  from  44  per  cent  in  1980  to 
31  per  cent  in  1992,  while  that  in  micro-enterprises  (presumably  less 
modern)  went  up  from  15  per  cent  to  about  22  per  cent,  with  this 
sector  generating  some  40  per  cent  of  the  total  number  of  jobs  created 
in  the  urban  area  during  the  period.  Third,  the  category  of  self- 
employment,  which  typically  belongs  in  the  non-modem  sector, 
expanded  from  19  per  cent  to  23  per  cent  of  the  urban  labour  force 
between  1980  and  1991.  Fourth,  the  percentage  of  the  population 
engaged  in  informal  activities  rose  from  around  26  per  cent  in  1980 
to  almost  32  per  cent  in  1992.41 


The  non-politics  of  unemployment 

There  is  yet  one  other  consequence  of  the  interlocked  functioning  of 
the  modem  and  the  non-modem  labour  sectors  in  Latin  America, 
and  of  the  resulting  stability  in  the  rate  of  unemployment:  an 
(apparently)  unchanging  reality  does  not  easily  become  the  subject 
of  political  concern,  and  policies  meant  to  change  an  (apparently) 
unchangeable  reality  are  not  likely  to  gain  much  credibility.  That  is 
largely  the  case  in  Latin  America,  where  policies  aimed  at  the 
reduction  of  unemployment  generally  seem  to  have  met  with  little 
success. 

MACRO-ECONOMIC  POLICIES 

Since  the  inception  of  Keynesian  macro-economics,  most  govern¬ 
ments  in  Latin  America  have,  most  of  the  time,  professed  the 
counter-cyclical  use  of  the  fiscal  and  monetary  tools.  In  the  eyes  of 
some,  this  notion  has  been  naive  all  along  in  view  of  the  structural 
character  of  unemployment,  of  inflation,  or  of  both  in  a  non¬ 
industrial  economy. 

It  is  not  possible  to  even  touch  here  upon  the  substantive  merits 
of  the  Keynesian  and  the  structuralist  positions  in  Latin  America,  as 
the  reasoning  and  the  empirical  evidence  behind  each  are  much  too 
complex  to  be  assessed  summarily  (without  taking  in  the  wealth  of 
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exceptions  and  refinements  to  the  Phillips  curve  stemming  from  the 
experience  of  industrialized  countries).42  However,  in  the  absence  of 
comprehensive  econometric  testing,  it  can  be  asserted  with  some 
confidence  that  both  the  case  studies  and  the  statistical  analyses  of 
individual  countries  support  the  conclusion  that  conventional  fiscal 
and  monetary  policies  in  Latin  America  have  had  a  clearer  impact 
upon  inflation  than  upon  employment.43  Furthermore,  this  con¬ 
clusion  may  be  reconciled  with  either  the  Keynesian  or  the  structural¬ 
ist  position,  as  long  as  one  stops  short  of  assessing  how  effective 
those  macro-economic  policies  have  actually  been  at  either  purpose, 
or  determining  through  which  causal  links  they  have  actually 
operated.44  For  all  practical  purposes,  the  average  citizen  of  Latin 
America  has  had  more  experience  of  huge  fiscal  deficit  (soaring 
inflation)  than  of  fiscal /monetary  expansion  followed  by  a  notice¬ 
able  easing  of  the  labour  market. 


MANAGING  THE  MARKET 

It  is  not  as  bad  as  the  proverbial  attempt  to  empty  the  ocean  through 
a  hole.  Direct  'managerial'  interventions  in  the  labour  market 
seeking  to  reduce  open  unemployment  are  likely  to  be  of  limited 
effect,  however,  in  the  face  of  a  much  extended  informal  sector.  For 
informality  somehow  contradicts  one  or  another  of  the  key  conditions 
for  such  managerial  interventions  to  be  truly  effective. 

1  A  less  generous  system  of  wages  and  benefits  is  widely  regarded 
as  a  straightforward,  if  politically  troublesome,  way  of  encouraging 
employers  to  hire  additional  workers.  In  terms  of  standard  eco¬ 
nomics,  such  is  obviously  the  case,  but  the  issue  is  not  whether  an 
actual  change  in  price  affects  the  demand  for  labour,  but  whether 
the  government  is  in  fact  able  to  alter  that  price.  As  far  as  the 
informal  sector  is  concerned,  the  rather  equally  obvious  answer  is 
no.  Legal  regulations  have  scant,  if  any,  impact  on  the  market, 
precisely  because  it  is  informal.  The  written  and  rewritten  legal 
provisions  concerning  such  matters  as  minimum  wage,  working 
hours,  maternity,  child  labour,  basic  health  and  safety,  cont¬ 
ributions  for  social  security,  indemnities,  worker's  benefits  and 
rights  to  unionize,  are  the  subject  of  deliberate,  ingenious,  and 
generalized  violation  throughout  the  informal  sector  (and  even 
beyond,  since  formal  enterprises  have  been  known  to  'sub¬ 
contract'  with  fake  informal  enterprises).45 

2  During  the  1930s,  and  even  more  during  the  1980s,  it  was  not 
uncommon  for  Latin  American  governments  to  announce,  and 
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even  to  launch,  fairly  ambitious  programmes  of  emergency 
employment.  Construction  and  maintenance  of  public  roads, 
hospitals,  schools,  irrigation  systems,  and  other  communal  facili¬ 
ties  were  financed  by  a  special  emergency  fund,  meant  to  operate 
in  a  manner  flexible,  decentralized,  and  open  to  the  community. 
These  experiences  were  different  in  design,  in  size,  and  in  degree 
of  apparent  success  in  achieving  their  additional  goals  (such  as 
increased  supply  of  facilities,  popular  organization,  transfers  of 
income  to  the  poor  or  legitimizing  governments).  However,  their 
effectiveness  in  terms  of  generating  new  employment  was 
seriously  curtailed  by  the  workings  of  informality.  First  of  all, 
because  the  government  itself  could  not  violate  the  labour  law, 
many  of  the  new  openings  attracted  workers  who  already  had 
informal  employment.  Second,  technologies  artificially  intensive 
in  labour  arguably  implied  inefficiency,  and  so  less  employment 
in  the  long  run.46 

3  The  labour  laws  of  Bolivia,  Colombia,  Honduras  and  Venezuela 
allow  some  form  of  severance  indemnity  to  be  paid  by  the 
employer,  while  in  Argentina,  Brazil,  Chile,  Ecuador  and 
Uruguay  there  exist  more  rudimentary  and  restricted  systems  of 
unemployment  insurance.47  Some  of  the  largest  unions  offer 
support  to  their  laid-off  members,  in  such  forms  as  retraining  or 
negotiation  of  priority  re-hiring.  Governments  in  the  process  of 
privatization  have  likewise  provided  some  cushioning  to  the 
severed  workers,  typically  loans  and  education  for  new  careers. 
Aside  from  such  small-scale  and  mostly  indirect  re-employment 
aid,  programmes  of  assistance  for  the  jobless  are  infrequent  in 
Latin  America.  This  is  once  again  understandable  in  the  light  of 
an  extended  informality,  which  serves  as  a  last-resort  employer  to 
the  unemployed  and  weakens  the  bargaining  power  of  the 
organized  working  class. 

4  Institutions  or  mechanisms  to  expedite  the  match  between  job 
seekers  and  personnel  seekers  do  not  appear  to  have  significant 
coverage  in  Latin  America.  The  general  (and  a  few  specialized) 
media,  a  governmental  bureau  (typically,  one  small  Servicio 
Nacional  de  Empleo),  and  private  personnel  firms  are  some  such 
institutions.  In  the  context  of  the  industrial  world,  their  relative 
efficacy  would  appear  diminished  by  informality.  Those  mechan¬ 
isms  function  better  for  specialized  (mostly  formal)  than  for  non- 
specialized  (mostly  informal)  occupations;  and  then,  it  has  been 
argued  that  many  personnel  firms  in  Latin  America  are  in  reality 
covers  for  formal  companies  getting  around  the  labour  law.48 
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VOLUNTARY  UNEMPLOYMENT 

Fhere  may  be  another  underlying  reason  for  open  unemployment 
not  to  show  up  as  a  major  political  issue  in  Latin  America:  the 
unemployed  themselves  are  probably  not  too  concerned  by  their 
situation.  After  all,  the  common-sense  understanding  of  a  concept  so 
refined  by  economic  theorists  (and  so  crucial  to  economic  theory)  as 
voluntary  unemployment49  applies  to  the  worker  who  chooses  to 
refuse  unattractive  posts  while  waiting  for  the  desired  one.  Now,  in 
the  absence  of  a  social  security  system  that  covers  the  event  of  losing 
a  job,  one  has  to  rely  on  one's  own  savings  or  on  one's  family  income, 
in  order  to  afford  the  wait.  Paradoxical  as  it  sounds,  being  unem¬ 
ployed  may  be  a  luxury  in  its  own  way,  a  luxury  thus  reserved  to 
those  who  can  rely  on  savings  or  on  the  income  of  another  member 
of  the  family.  The  breakdown  of  statistics  for  Latin  America  (and 
elsewhere  in  the  developing  world)  lends  fairly  strong  support  to 
such  view:  open  unemployment  is  more  prevalent,  and  lasts  longer 
among  secondary  breadwinners,  among  the  young,  among  the 
more  educated,  among  the  recent  migrants,  and  among  the  not  so 
poor.50 

THE  BIG  QUESTION 

It  is  more  difficult  to  assess  the  political  priority  of  unemployment 
when  not  referring  to  the  jobless,  but  to  the  low  productivity 
workers.  In  as  far  as  economic  development  stands  as  a  short  word 
for  sustained  increases  in  the  productivity  of  labour,  Latin  American 
politics  and  economic  policies  have,  of  course,  been  long  and 
intensively  concerned  with  unemployment.  Such  a  perspective  is 
most  frequently  adopted  in  the  conventional  reviews  of  employ¬ 
ment  policies  throughout  Latin  America,  so  that  the  various  models 
of  development  (import  substitution  vis-a-vis  export  promotion,  for 
example)  and  the  several  global  strategies  (balanced  or  unbalanced 
sectoral  growth,  handling  of  the  relative  prices  of  production  factors, 
and  the  like)  are  discussed  from  the  standpoint  of  their  intended, 
their  likely,  or  their  actual  effects  on  overall  employment  and 
productivity.51  However,  a  definition  so  broad  easily  begs  tire  question 
at  hand:  to  what  extent  are  low  productivity  workers  actually 
influential  in  setting  the  political  agenda  or  in  shaping  the  economic 
policies  of  the  Latin  American  countries?  If  the  question  is  phrased 
thus,  its  answer  would  most  probably  lean  in  the  same  direction  as 
that  for  the  openly  unemployed:  low  productivity  workers  (peasants 
and  workers  in  the  urban  informal  sector)  are  for  the  most  part 
marginal  to  the  political  system,  lack  for  the  most  part  any  auto¬ 
nomous  organization,  and  only  momentarily  enter  the  political 
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arena  -  in  some  countries  more  so  than  in  others  -  when  mobilized 
by  populist  demagogues.52 


In  lieu  of  a  conclusion:  a  glimpse  at  the  future 

Labour,  as  such,  is  not  one  of  the  three  famous  'production  factors' 
that  account  for  the  'comparative  advantage  of  nations',  indeed  it 
never  was.  All  along,  that  factor  has  been  human  knowledge.  That, 
of  course,  is  not  to  deny  some  very  old  and  some  very  new  inter¬ 
national  movements  of  productive  activities  in  search  of  cheaper 
wages.  However,  the  fact  remains  that  the  massive  migration  of 
labour-intensive  activities  to  overpopulated,  low-paying  economies 
simply  did  not  take  place,  nor  have  wages  for  equally  skilled 
occupations  in  developed  and  developing  countries  actually  con¬ 
verged  to  the  extent  that  the  classical  theories  had  predicted.53 

That,  in  part,  has  happened  because  of  the  stubborn  (and 
politically  based)  protectionism  in  the  industrial  countries  and,  in 
part,  because  technology  often  dictates  that  production  factors  com¬ 
plement  each  other  instead  of  substituting  for  each  other.  However, 
the  basic  reason  for  the  relatively  low  international  elasticity  of 
investment  to  wages  turns  out  to  be  twofold: 

1  That  'labour'  is  a  most  heterogeneous  commodity,  as  it  encom¬ 
passes  the  entire  range  of  human  knowledge  and  of  human 
dexterity;  and 

2  That,  over  and  above  individual  knowledge  and  dexterity,  there 
is  a  systemic  form  of  knowledge,  a  way  of  organizing  and 
conducting  the  collective  -  or  public  -  affairs  of  societies  in  a  way 
that  makes  them  more  or  less  hospitable  to  each  specific  type  of 
economic  activity.  That  is  to  say,  social  intelligence  looms  large  in 
the  truly  competitive  advantage  of  nations. 

Furthermore,  whatever  the  role  of  pure  labour  in  economic 
history,  its  relevance  can  hardly  carry  on  into  the  twenty-first  century, 
that  is,  the  century  that  began  in  1989.  For  ours  is  the  time  of  the 
brain,  not  any  more  the  time  of  any  of  those  three  classic  factors  of 
production.54 

Financial  capital  is  crossing  national  boundaries  at  the  speed  of 
light,  and  over  90  per  cent  of  total  international  transactions  are 
speculative  in  nature. 

Agriculture  is  on  the  verge  of  a  biotechnological  revolution;  the 
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use  of  natural  resources  such  as  steel  or  aluminium,  per  unit  of  value 
added,  has  fallen  by  half  during  the  last  three  decades;  and  we  are 
experiencing  a  sustained  and  significant  excess  supply  of  almost  any 
commodity. 

As  the  1993  Human  Development  Report  vividly  put  it,  'no  new  jobs 
were  created  in  the  industrial  countries  between  1960  and  1987, 
while  in  the  developing  countries  less  than  a  third  of  the  increase  in 
output  came  from  increased  labour'.55 

Here  lies  one  of  the  farthest-reaching  paradoxes  of  the  new 
century:  jobless  growth  is  brain-intensive  growth,  which  implies 
no  less  than  the  likely  breakdown  of  our  age-old  ethical  equation, 
the  equation  between  those  who  do  the  work  and  those  who 
deserve  in  society.  In  effect,  the  cutting-edge  industries  of  today  are 
intensive  in  knowledge,  but  not  intensive  in  manpower.  Informatics, 
micro-electronics,  robotics,  biotechnology,  telecommunications,  civil 
aviation  and  the  production  of  new  materials  demand  fewer,  but 
more  highly  trained  workers.  Moreover,  the  computer-optical  fibre 
revolution  has  brought  the  brain  into  all  traditional  activities,  from 
agriculture  to  retail  sales,  and  from  tourism  to  housing. 

A  new  class,  the  class  of  'symbolic  analysts',  has  grown  out  of  this 
technological  revolution.56  The  time-honoured  split  between  the 
haves  and  have-nots  is  rapidly  yielding  to  a  new  split  between  the 
knows  and  the  know-nots.  Regardless  of  their  nationality  and  their 
country  of  residence,  the  symbolic  analysts  inhabit  the  global  village. 
They  command  the  social  bloc  which  presses  for  economic  opening 
and  for  regional  integration  within  each  country.  They  even  threaten 
to  abandon  the  old  national  ship,  as  in  Northern  Italy  or  at  certain 
points  in  the  US  domestic  discussions  about  NAFTA. 

Hence,  once  again,  we  move  away  from  economics  and  into 
politics.  For  the  global  village  is  a  stateless  village,  a  society  glued 
together  only  by  the  common  language  of  computers  and  by  the 
common  rationality  of  profits.  This  is  why  globalization  has  come 
hand-in-hand  with  the  neoliberal  revolution,  with  privatization  and 
the  undoing  of  the  old  state.  This  is  also  why  the  problem  of  finding 
a  new  collective  rationality,  a  regulatory  power  to  establish  a  legiti¬ 
mate  and  equitable  system  of  labour  relationships,  has  become  so 
urgent  in  the  global  village. 

What  of  the  very  many  who  cannot  join  the  global  village?  We  can 
only  hint  at  some  of  the  answers.  In  the  industrial  societies,  many 
will  probably  continue  to  find  employment  in  the  growing  industries 
of  personal  services  demanded  by  the  emerging  class  of  symbolic 
analysts.  Many  others  will  probably  turn  sour  and  embrace  the 
fashionable  theories  of  'social  dumping'  to  prevent  competition  from 
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poorer  countries,  or  openly  support  the  xenophobic  movements  that 
are  being  bom. 

In  Latin  America,  and  elsewhere  in  the  developing  world,  many 
will  continue  to  cope  with  poverty,  just  as  they  have  been  coping  for 
centuries.  The  (even  more)  intensive  informalization  of  the  urban 
economies  is  one  foreseeable  scenario  for  the  coming  decades.  Some 
others  will  search  for  an  easy  way  out,  under  the  guise  of  neo¬ 
populist  alternatives.  Some  of  the  young  and  educated  may  abandon 
their  ship  for  the  global  village  -  in  physical  or  just  in  psycho- 
cultural  terms.  One  can  only  hope  that  some  others  will  discover  that 
asserting  the  public  interest  and  constructing  a  nation  where  all  can 
be  gainfully  employed  can  be  a  task  far  more  rewarding. 
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Employment  and  Unemployment  Issues 
in  the  Middle  East  and  North  Africa 

-MOUSTAFA  AHMED  MOUSTAFA- 


This  chapter  is  concerned  with  unemployment  and  present  Arab 
realities;  inter- Arab  movement  of  the  labour  force  and  the  impact  on 
employment  and  unemployment;  and  liberalization  reforms  and  the 
Arab  labour  market.  In  addition  to  an  analysis  of  the  issues,  the 
chapter  will  consider  some  prospects  and  future  directions. 


Unemployment  and  present  Arab  realities 

The  problems  of  poverty,  unemployment  and  employment  may  be 
studied  on  an  individual  country  level,  in  regions,  in  the  developing 
world,  or  in  a  global  framework.  In  the  Arab  countries  the  low 
marginal  saving  propensity,  and  consequently  the  limited  volume  of 
investments,  is  a  main  general  constraint  in  creating  new 
employment  opportunities,  whether  in  the  public  or  the  private 
sectors.  Regional  cooperation  to  solve  such  problems  has  also  been 
influenced  by  savings  and  investment  patterns  whether  the  co¬ 
operation  has  been  through  foreign  investments  and  the  associated 
inflow  of  capital  from  abroad,  through  migration,  or  through  the 
establishment  of  institutions  capable  of  the  rehabilitation  of  the 
unemployed,  as  well  as  the  work  force.  This  is  to  ensure  the  highest 
efficiency  possible  from  the  point  of  view  of  the  eventual  exportation 
of  part  of  the  work  force  for  working  abroad. 

The  Arab  work  force  was  estimated  to  be  about  64.5  million  in 
1990  and  will  reach  99  million  by  the  end  of  the  present  century.  This 
figure  is  low  if  compared  to  the  total  population  of  the  Arab  world, 
estimated  at  221  million.  The  relatively  small  volume  of  the  labour 
force  in  the  Arab  world  may  be  attributed  to  low  participation  in 
economic  activity,  which  is  accounted  for  by  two  factors: 

1  Age  brackets  under  20  years  represent  some  53  per  cent  of  the 
total  population  and  the  very  low  participation  by  the  female 
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population  in  economic  activity,  not  exceeding  10.6  per  cent  (1990) 
as  compared  with  47.1  per  cent  in  the  case  of  the  male  population; 

2  The  labour  force  is  estimated  to  be  growing  on  average  by  2.5 
million  every  year  during  the  1990s  and  is  expected  to  grow  by  3.6 
million  every  year  in  the  following  decade.  Consequently,  more 
than  2.5  million  working  opportunities  need  to  be  created  every 
year. 

Total  unemployment  in  all  Arab  countries  exceeds  5  million 
persons  in  the  formal  economy  under  the  present  development 
patterns.  There  is,  of  course,  a  large  amount  of  disguised  unemploy¬ 
ment,  and  open,  mainly  unrecorded,  unemployment  in  the  country¬ 
side. 

Considering  the  case  of  Egypt,  the  pattern  of  the  country's 
evolution  over  the  most  recent  two  centuries  (Egypt's  modern 
economic  history  begins  with  the  reign  of  Muhammad  Ali  in  1805) 
engendered  cycles  of  growth  followed  by  stagnation,  with  two  major 
attempts  at  structural  transformation  and  growth,  the  first  in  1805-45 
and  the  second  following  the  '1952  Revolution'.  Both  attempts  were 
made  possible  by  the  existence  of  a  strong  state,  capable  of  keeping 
foreign  intervention  at  bay  and  of  mobilizing  domestic  resources  for 
development.  In  both  cases,  the  state  adopted  highly  centralized  and 
administrative  controls  for  the  pursuit  of  an  import  substituting, 
closed  economy  model,  but  the  second  attempt  was  especially 
concerned  with  the  objective  of  an  equitable  distribution  of  income 
and  expanding  and  creating  opportunities  for  new  jobs.  The  century- 
long  interval  between  the  two  experiments  was  marked  by  foreign 
domination,  neglect  of  education,  the  absence  of  protective  tariffs 
(until  the  1930s)  and  the  integration  of  Egypt  into  the  world 
economy  as  a  primary  exporter  of  raw  cotton,  which  accounted  for 
80  per  cent  of  total  exports  until  1950.  The  growth  path  became 
unsustainable  and  per  capita  GDP,  which  had  been  higher  than 
Japan's  (about  $50)  until  1913,  grew  negligibly  thereafter.1  Meanwhile, 
the  most  damaging  result  of  this  lop-sided  pattern  of  development 
was  an  irreversible  change  in  the  nation's  resource  equation,  with 
the  population  turning  from  a  shortage  to  a  surplus  (10  million  in 
1900  to  52  million  in  1990)  and  water  and  arable  land  becoming 
effective  constraints  threatening  the  country's  future  economic  via¬ 
bility,  ecological  balance,  and  sustainable  human  development. 

Today  and  over  the  past  40  years,  the  persistence  of  poverty 
reflects  the  most  daunting  challenge  to  Egypt's  policy  makers  -  how 
to  harness  the  country's  vast  pool  of  human  resources  and  turn  it 
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from  a  burden  into  a  mainstay  of  consistent  growth  and  rising  living 
standards.  The  task  has  been  all  the  more  difficult  because  of  the 
conflict  between  domestic  and  external  demands  made  on  the  state's 
modest  resources.  Throughout  the  period  since  the  late  1940s,  the 
trade-off  between  defence  and  investment  expenditures  has  been 
one  of  the  most  striking  factors  influencing  the  country's  economic 
growth.2  Another  feature  has  been  the  drastic  shift  in  political 
alliances  from  the  West  to  the  East  and  back  to  the  West  in  the  space 
of  less  than  20  years.  Between  1956  (the  Suez  War)  and  1973  (the 
October  War),  the  country's  institutional  structure  was  twice 
traumatized.  The  first  instance  was  the  application  of  a  series  of 
radical  socialist  measures,  handing  over  to  the  state  the  ownership 
of  and  control  over  a  dominant  share  of  non-agricultura!  activity, 
and  the  second  instance  was  the  Open  Door  Policy  and  the  reinstate¬ 
ment  of  private  ownership  within  a  highly  bureaucratized  and 
inconsistent  institutional  framework,  with  a  dramatic  impact  on 
employment  and  unemployment. 

One  could  say  that  the  slide  from  reformist  towards  more 
traditionalist  attitudes,  as  well  as  symbolizing  a  rejection  of  Western 
values,  also  reflects  the  impact  of  rapid  urbanization.  Most  Middle 
Eastern  cities  have  seen  a  massive  influx  of  migrants,  many  of  them 
very  poor  and  virtually  homeless,  from  the  rural  areas  during  the 
past  two  decades.  Mosque  attendance  and  participation  in  religious 
festivals  may  limit  the  effects  of  urban  anomie  providing  a  sense  of 
continuity  in  a  changed  environment.  Indeed,  some  sociologists 
have  noted  that,  whereas  in  the  villages  religious  observance  may  be 
taken  very  lightly,  in  the  urban  environment  it  acquires  a  strenuous 
and  urgent  character.  In  the  bidonvilles  and  shanty  towns  of  large 
cities,  traditional  and  popular  aspects  of  Islam  such  as  Sufi  or  shi'i 
(recitals  of  the  passion  of  Husain)  have  become  more  visible  as 
suburbs  and  townships  have  become  villagized  under  the  impact  of 
rural  immigration.  Mosques  have  always  had  the  function  of  social 
and  cultural  centres,  while  the  public  rituals  of  prayer  and  fasting 
are  ways  of  integrating  people  into  a  new  society.  While  cities  have 
grown  rapidly,  the  increase  in  oil  prices  after  1973  increased 
hardship  for  the  urban  poor  through  its  attendant  economic  side- 
effects,  including  inflation,  sudden  price  rises,  and  soaring  rents,  and 
the  gap  between  the  poor  and  the  comparatively  wealthy  became 
much  more  visible. 

There  are  several  differences  in  the  characteristics  of  the  countries 
in  political,  social  and  economic  development  patterns.  These  are 
reflected  by  a  number  of  indicators  mainly  with  regard  to  area  and 
population,  which  also  influence  the  size  of  the  work  force  and 
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differences  in  the  educational  and  skill  levels.  There  are  also  a  great 
variety  of  sectoral  patterns  which  reflect  the  distribution  of  income 
and  social  and  class  formations.  All  these  differences  limit  the  value 
of  generalization  about  the  Arab  labour  markets. 

The  influence  of  national  differences  in  area,  population  and 
natural  resources  is  naturally  reflected  in  the  labour  force.  Some 
countries  suffer  an  inadequacy  of  employment  opportunities  (Jordan, 
Tunisia,  Algeria,  Syria,  Iraq,  Egypt,  Sudan,  Yemen,  Morocco  and 
Lebanon),  while  others  suffer  a  shortage  in  the  work  force  (Saudi 
Arabia,  Oman,  United  Arab  Emirates,  Qatar,  Bahrain,  Kuwait  and 
Djibouti).  The  problem  is  further  complicated  by  the  fact  that  the 
general  population  of  the  Arab  countries  is  largely  composed  of 
young  people.  Age  brackets  of  under  15  years  and  under  20  years 
constitute  about  50  per  cent  of  the  total  population  (versus  30  per 
cent  in  Europe).  This  calls  for  the  allocation  of  huge  funds  for 
educational  and  youth  care  programmes,  while  on  the  other  hand 
the  labour  force  does  not  exceed  30  per  cent  of  the  total  population, 
thus  incurring  a  very  high  dependence  ratio.  Each  worker  usually 
supports  more  than  three  dependants,  as  compared  to  no  more  than 
1.5  dependants  per  worker  in  advanced  countries. 

Contradictory  profiles  in  Arab  countries  tend  to  create  several 
problems  and  interact  in  a  complicated  manner.  While  Lebanon,  for 
example,  enjoys  a  high  educational  level,  in  1992  illiteracy  in  adults 
over  15  years  old  reached  0.3  million;  in  Yemen  it  was  3.5  million;  in 
Saudi  Arabia  3  million;  and  in  Algeria  5.5  million  (UNDP  1994).  In 
the  meantime,  some  other  Arab  countries  such  as  Egypt,  Iraq,  Syria 
and  Jordan,  while  having  high  illiteracy  rates,  have  generated  high 
technical  expertise  in  certain  sectors  which  is  lacking  in  other  Arab 
countries  such  as  Algeria,  Morocco  and  Sudan. 

Differences  among  Arab  countries  with  regard  to  exploited  natural 
resources,  particularly  petroleum,  have  caused  glaring  disparities  and 
led  to  a  growing  migration  of  technical  labour  from  one  Arab  country 
to  another,  from  poorer  to  wealthier  countries  where  demand  is 
greater  and  wages  are  consequently  higher.  Remittances  of  those 
migratory  workers  have  become  a  main  item  of  receipt  in  the 
balances  of  payments  of  labour-exporting  countries  and  are  used 
sometimes  in  the  financing  of  beneficial,  economically  productive 
projects.  In  addition,  these  remittances  have  contributed  heavily  to 
the  implementation  of  several  development  projects  in  recipient 
countries.  The  need  for  such  remittances  still  persists,  despite  their 
shrinkage  or  at  least  slackening  growth,  since  the  surpluses  and 
shortages  of  labour  in  the  Arab  countries  play  an  important  role  in 
the  continuation  of  the  variant  profiles  in  the  Arab  labour  market. 
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In  1987  an  extensive  exploratory  study  made  by  the  Arab  Unity 
Studies  Center  (AUSC)  in  cooperation  with  the  Arab  Fund  for 
Economic  and  Social  Development  (AFESD)  and  the  Arab  League 
revealed  important  results.3  While  there  were  more  than  five  million 
unemployed  persons  in  the  Arab  region,  including  a  high  percent¬ 
age  of  specialized  and  skilled  persons,  there  were  at  the  same  time 
about  four  million  expatriates  in  the  Arab  countries  for  work 
purposes.  Also,  while  remittances  of  Arab  emigrants  and  those  who 
worked  across  borders  exceeded  US$7  billion  (1984),  unemployment 
rates  increased. 

Meanwhile,  the  Unified  Arab  Economic  Report  pointed  out  that 
while  highly  populated  Arab  countries  were  unable  to  achieve  the 
appropriate  volume  of  investments  and  the  servicing  of  public 
external  debts  of  Arab  countries  poor  in  natural  resources  amounted 
to  US$10,482  billion  in  1987,  the  aggregate  volume  of  Arab  invest¬ 
ments  outside  Arab  countries  amounted  to  about  US$670  billion.4 

It  appears  from  Table  5.1  that  despite  the  small  and  slackening 
increase  in  the  demand  of  the  first  group  of  countries  (category  I)  on 
the  incoming  labour,  which  reaches  its  maximum  of  5.7  million  at  the 
end  of  the  period,  surplus  labour  in  the  second,  third  and  fourth 
categories  will  be  gowing  continuously,  while  the  surplus  labour  of 
the  fifth  category  will  be  diminishing.  It  is  to  be  pointed  out  that 
population  growth  will  continue  in  Arab  countries  at  a  rate 
exceeding  2.5  per  cent  and,  consequently,  that  the  total  population 
of  Arab  countries  will  exceed  280  million  by  the  turn  of  the  century. 
Labour  supply  will  increase  during  the  period  by  about  3. 1-3.3  per 
cent  annually.  The  rates  of  raw  participation  will  continue  to  range 
between  18  and  20  per  cent.  The  imbalance  between  supply  of  and 
demand  for  labour  in  Arab  countries  will  also  persist,  with  the  main 
shortage  being  manifested  in  Gulf  countries.  Demand  for  labour  will 
continue  rising  until  the  year  2000  in  Kuwait,  Iraq  and  Saudi  Arabia 
for  reconstruction  and  rehabilitation  after  the  Gulf  War  (1990-1),  as 
well  as  in  Lebanon.  The  labour  surplus  will  be  concentrated  in  Egypt, 
Sudan,  Somalia  and  the  Arab  countries  of  north-west  Africa  (Arab 
Maghreb).  There  will  be  an  advantage  for  Arab  labour  in  the  field  of 
public  services  (such  as  health  and  education).  Yet  unemployment 
(disguised  or  undisguised)  will  persist  at  such  growing  rates  that  it 
will  threaten  political  and  social  stability. 

It  is  difficult  indeed  to  have  an  accurate  estimate  of  the  volume  of 
the  Arab  work  force  moving  within  Arab  countries.  This  is 
attributable  to  several  factors,  the  main  one  being  that  neither  the 
labour-exporting  nor  the  recipient  countries  have  yet  established  the 
habit  of  keeping  documented  reference  records  in  this  respect.  There 
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TABLE  5,1 


In  ter- Arab  movement  of  labour  force  and  the  impact  on  employment  and 
unemployment  (countries  by  category  I-V) 


1985 

1990 

1995 

2000 

2005 

2010 

2015 

I 

(-2.51) 

(-3.53) 

(-3.99) 

(-4.17) 

(-4.05) 

(-3.79) 

(-3.34) 

II 

1.85 

2.43 

3.60 

5.71 

8.73 

12.13 

16.07 

III 

3.79 

4.13 

6.26 

9.43 

13.73 

18.36 

23.50 

IV 

1.64 

1.68 

2.43 

4.19 

6.66 

9.57 

13.60 

V 

2.50 

2.10 

2.04 

2.33 

3.16 

3.89 

4.42 

Total 

7.27 

6.81 

10.33 

17.49 

28.23 

40.16 

53.81 

Source:  'The  Arab  Nation's  Future,  Challenges  and  Choices',  report  (in  Arabic),  Arab  Unity 
Studies  Centre  (AUSC),  1987 


Category  I 

II 

III 

IV 

V 


Saudi  Arabia,  Kuwait,  United  Arab  Emirates,  Bahrain,  Qatar,  Oman 

Algeria,  Iraq,  Libya 

Egypt,  Syria,  Tunisia 

Morocco,  Jordan,  Lebanon 

Sudan,  Somalia,  Yemen,  Mauritania,  Djibouti 


is,  therefore,  wide  disparity  between  one  study  and  another  with 
regard  to  whether  the  estimate  is  of  the  total  volume  of  Arab  labour 
migration  or  of  the  volume  of  such  migration  from  or  to  a  certain 
Arab  country.  Before  giving  examples  of  such  disparity,  it  may  be 
relevant  to  refer  to  an  important  study  published  by  the  Inter¬ 
national  Labour  Organization  in  1980,  covering  most  labour¬ 
exporting  and  labour-importing  Arab  countries,5  to  another  study 
published  earlier  (1977)  by  the  International  Monetary  Fund,  and  to 
a  number  of  local  and  regional  studies  made  by  Arab  writers  up  to 
the  mid-1980s.  The  most  salient  common  features  between  these 
studies  have  been:6 

1  Egypt  is  the  top  Arab  labour-exporting  country,  followed  by 
Yemen  and  Jordan,  with  regard  to  the  movement  of  labour  among 
Arab  countries; 

2  The  labour  replacement  migration  is  another  common  feature, 
meaning  that  some  non-petroleum  Arab  countries  receive  labour 
from  other  Arab  countries  (Egypt  and  others)  or  from  Asian 
countries  in  order  to  make  up  for  the  sectoral  labour  shortage 
created  by  the  migration  of  a  high  proportion  of  their  own  labour 
to  oil-producing  countries.  This  applies  in  particular  to  Jordan 
and  Yemen; 

3  Labourers  from  the  countries  of  the  Arab  Maghreb  tend  to  move 
to  Western  Europe  rather  than  to  other  Arab  countries  in  the  Gulf 
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region,  in  spite  of  attempts  made  in  recent  years  by  European 
companies  to  commission  some  of  those  labourers  to  the  Gulf 
region  to  work  in  projects  executed  by  those  companies  within  an 
arrangement  known  as  the  'triangular  migration'.  In  1980,  for 
example,  only  66,700  workers  from  the  Arab  Maghreb  countries 
were  working  in  Saudi  Arabia,  Kuwait,  Bahrain,  Qatar,  the 
United  Arab  Emirates  and  Oman  combined,  compared  to  602,300 
workers  from  the  Arab  Maghreb  countries  working  in  Western 
Europe; 

4  The  country-wide  distribution  of  Arab  labour  received  by  oil- 
producing  countries  reveals  that  technically  skilled  and  special¬ 
ized  labour  comes  mainly  from  Egypt,  Jordan,  Syria  and  Lebanon, 
while  non-skilled  labour  comes  from  other  Arab  countries  such  as 
Yemen,  Sudan  and  Somalia; 

5  Most  Arab  labour  received  by  oil-producing  countries  is  con¬ 
centrated  in  the  building  and  construction  sector  and  the  services 
sector  (education,  health,  civil  service,  and  others),  as  well  as  the 
insurance  and  banking  sectors; 

6  The  six  member  countries  of  the  Gulf  Cooperation  Council  (GCC) 
constitute  the  major  importer  of  Arab  labour,  as  well  as  of  Asian 
labour,  whose  growing  presence  is  likely  to  incur  many  political 
and  cultural  perils. 

7  The  final  salient  common  feature  in  the  Arab  regional  studies  is 
that  the  drop  in  oil  prices  reduced  the  income  of  Arab  oil- 
producing  countries,  which  have  all  taken  measures  to  restrain 
and  curtail  their  current  expenditure  and  investments.  To  this  can 
be  added  the  implications  of  the  Gulf  crisis  and  its  impact  on  the 
economies  of  the  Arab  Gulf  countries,  curtailing  the  demand  of 
those  countries  for  expatriate  labour,  especially  semi-skilled  or 
non-skilled  labour.  The  inflow  of  expatriate  labour  is  still,  of 
course,  going  on,  and  will  continue  for  a  few  years,  despite  the 
recession  in  those  countries.  However,  this  proceeds  within  the 
narrowest  limits  and  focuses  on  selected  professions  and  skills,  in 
contrast  to  what  had  been  witnessed  during  the  oil  boom,  when  a 
large-scale  movement  of  labour  of  diversified  skills  rushed  into 
those  countries.  The  new  tight  policy  began  even  before  the 
outbreak  of  the  Gulf  crisis  of  1990-1.  We  have  to  recall  the 
statement  by  the  Saudi  authorities  towards  the  end  of  1985  that 
the  Saudi  Fourth  Development  plan  envisaged  reducing  the 
dependence  on  external  labour  and  dispensing  with  some  600,000 
non-skilled  workers  during  the  plan  period.  An  Egyptian 
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authority  had  also  declared  earlier  in  1985  that  the  number  of 
Egyptians  returning  from  oil-producing  countries  would  reach 
100,000  workers  by  the  end  of  ihat  year  and  that  the  figure  would 
rise  further  to  800,000  workers  during  the  following  five  years 
(1986-90). 

We  proceed  from  this  point  to  the  review  and  analysis  of  the 
return  of  Arab  labour,  in  the  mid-1980s  and  after,  to  the  countries 
from  which  it  had  originated.  Such  a  return  has  been  the  result 
of  various  factors  affecting  the  economies  of  recipient  Arab 
countries  including,  mainly,  the  deterioration  of  oil  prices  during 
the  1980s,  the  adoption  of  an  expenditure  rationalization  policy  by  oil- 
producing  Arab  countries,  and  the  application  of  new  employment 
policies  which  encourage  their  nationals  to  practise  those  activities 
and  professions  which  they  previously  used  to  refrain  from.  This 
state  of  affairs  has  naturally  affected  demand  for  imported  labour. 
Much  research  work,  many  studies,  and  field  surveys  made  on  the 
matter  in  the  labour-exporting  countries  have  attempted  to  present 
an  approximate  image  of  the  magnitude  and  the  characteristics  of 
that  phenomenon. 

EGYPT 

In  Egypt  in  1985,  the  National  Council  for  Population  performed  an 
extensive  field  survey  of  the  phenomenon  of  returning  labour, 
followed  in  1987  by  a  similar  study  carried  out  by  the  Central 
Agency  of  Public  Mobilization  and  Statistics  (CAPMAS).  Both 
studies  have  revealed  a  net  return  of  about  100,000  migrants  every 
year  during  the  period  1985-7.  The  phenomenon  started  with  the 
return  of  urban  labour,  but  was  further  aggravated  by  the  return  of 
rural  workers  who  had  been  engaged  chiefly  in  the  agriculture  and 
construction  sectors.  The  returnees  mainly  came  back  from  Iraq  (39.7 
per  cent)  and  Saudi  Arabia  (30.6  per  cent).  The  return  from  Iraq  was 
mainly  due  to  the  measures  taken  by  Iraq  in  March  1986  to  cut  down 
the  proportion  of  remittances  abroad.  With  regard  to  Saudi  Arabia, 
the  return  of  Egyptian  labour  from  there  was  caused  by  the  drastic 
fall  of  oil  revenues  from  US$101  billion  in  1980  to  only  US$13.6 
billion  in  1986.  It  was  as  a  result  of  this  that  the  Saudi  Fourth  Five- 
Year  Plan  (1985-90)  involved  shedding  as  many  as  600,000  imported 
labourers.7 

The  Egyptian  returnee  workers  were  mainly  from  low  educational 
levels  (illiterate  or  semi-illiterate),  while  those  of  intermediate 
educational  levels  and  the  highly  skilled  professionals  were  very 
little  affected. 
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JORDAN 

Jordan  has  been  characterized  in  this  respect  as  simultaneously  an 
exporter  and  a  recipient  of  labour  -  exporting  Jordanian  labour  to 
other  Arab  countries,  especially  the  six  Gulf  oil-producing  countries, 
and  benefiting  from  remittances  homeward  in  foreign  currencies  to 
improve  the  balance  of  payments,  while  simultaneously  receiving 
other  Arabs  and  foreign  workers  at  lower  wages.  The  Jordanian 
migrants  and  border  crossers  constituted  about  40  per  cent  of  the 
total  Jordanian  labour  force,  mostly  professionals  and  technicians, 
totalling  153,000  in  1984.  The  figure  retreated  to  130,000  in  1987. 
Jordan  had  been  much  affected  by  the  return  of  migrant  labour  at  a 
time  when  unemployment  rates  rose  (particularly  among  new 
graduates)  to  8.6  per  cent  in  1988.  An  estimated  350,000  persons, 
representing  88  per  cent  of  the  Palestinian  and  Jordanian  community 
in  Kuwait,  left  within  six  months  of  Kuwait's  liberation.8 

NORTH  YEMEN 

North  Yemen  also  witnessed  the  phenomenon  of  returning  labour 
from  the  early  1980s  onwards.  The  situation  was  further  complicated 
by  the  failure  of  the  Second  Five-Year  Plan  (1982-6)  to  achieve  the 
targeted  creation  of  284,000  new  job  opportunities.  The  Third  Five- 
Year  Plan  (1987-92)  therefore  proposed  to  restrain  employment  in 
the  public  sector  and  to  restrict  the  appointment  of  new  graduates  to 
educational  institutions.  This  policy  narrowed  the  chances  of  employ¬ 
ment  for  the  returning  workers,  who  had  no  other  chance  of  work 
apart  from  what  would  be  available  in  the  private  sector  or  by  the 
investment  of  their  savings,  if  any,  in  the  industrial  sector.  Yemenis 
working  in  the  Gulf  countries  constituted  about  94  per  cent  of  the 
total  Yemeni  labour  force  working  abroad,  90  per  cent  of  whom  were 
in  Saudi  Arabia.  Over  700,000  Yemenis  were  homeward  bound  in 
1990  and  1991  after  effectively  being  deported  by  their  Saudi  hosts.9 
The  majority  of  Yemeni  returnees  were  still  without  work  several 
months  after  their  return,  thus  accentuating  the  rate  of  unemploy¬ 
ment  in  Yemen  and  badly  affecting  the  economic,  social  and  political 
situation. 

SUDAN 

The  local  labour  market  has  been  unable  to  absorb  the  Sudanese 
returning  labour,  especially  under  the  prevailing  political  and 
economic  circumstances.  One  of  the  studies  of  the  repercussions  of 
the  drop  of  oil  revenues  on  the  economic  and  social  development  in 
the  Sudan  (1987),  pointed  out  that  39  per  cent  of  the  returnees 
remained  from  one  to  two  years  without  finding  job  opportunities 
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TABLE  5.2 

Volume  of  Egyptian  labour  working  in  Arab  countries,  1990-1 


Countries 

Before  the  Gulf  crisis 

After  the  Gulf  crisis 

Iraq 

850,000 

180,000 

Saudi  Arabia 

564,344 

608,423 

Kuwait 

179,500 

20,000 

Jordan 

125,402 

60,000 

UAE 

83,735 

84,749 

Libya 

58,013 

73,656 

Yemen 

31,600 

28,000 

Qatar 

18,800 

18,800 

Oman 

12,000 

12,000 

Sudan 

4,290 

4,000 

Bahrain 

2,000 

2,000 

Total 

19,29,684 

1,091,628 

Source:  ALESCO,  Institute  of  Arabic  Research  Studies,  report  in  Arabic,  1991. 


and  most  were  concentrated  in  the  Sudanese  capital.  The  Sudanese 
economy  grew  at  a  negative  rate  in  1990  and  1991. 

The  return  of  Arab  labour  from  recipient  Arab  countries  co¬ 
incided  with  a  similar  return  of  Arab  migrants  from  Europe.  This 
latter  return  was  due  to  the  European  policy  urging  such  a  return. 
Nearly  one  million  workers  from  the  Maghreb  sought  employment 
in  Europe  during  the  second  half  of  the  1980s.10  The  majority  of 
Tunisian  emigrants,  estimated  at  300,000  in  the  mid-1980s,  headed 
for  Europe  and  an  additional  100,000  worked  in  Libya.11  About 
32,000  Tunisians  were  dismissed  from  Libya  in  September  1985  in 
the  midst  of  a  political  dispute  between  the  two  countries. 

The  returnees  from  France  alone  were  about  193,000  migrants 
(during  the  period  1977-88),  36  per  cent  of  whom  were  Algerians. 
Many  of  those  returnees  had  been  living  in  Europe  for  long  periods 
(73  per  cent  had  been  living  there  for  more  than  16  years),  and  they 
were  working  principally  in  the  motor  car  industry  and  in  the  con¬ 
struction  sector. 

The  example  of  the  return  of  Egyptian  labour,  especially  after  the 
Gulf  events  in  August  1990,  may  illustrate  the  scenario  before  and 
after  the  Gulf  crisis  (1990-1).  Table  5.2  reveals  that  there  were  850,000 
Egyptians  working  in  Iraq  and  179,500  in  Kuwait,  the  total  of 
1,029,500  being  more  than  half  (53.4  per  cent)  of  Egyptian  labour  in 
all  Arab  countries.  Adding  to  this  total  the  number  of  Egyptians 
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working  in  Jordan  (125,000),  the  percentage  would  rise  to  59.5  per 
cent  of  Egyptian  labour  in  all  Arab  countries.  A  comparison  between 
the  number  of  Egyptians  residing  in  those  three  countries  before  and 
after  the  Gulf  crisis  reveals  that  there  were  670,000  returnees  from 
Iraq  alone,  in  addition  to  159,500  from  Kuwait  and  65,402  from 
Jordan,  a  total  of  894,902  returnees  from  these  three  countries.  To  this 
high  figure  may  be  added  3,600  workers  returning  from  Yemen,  and 
290  from  Sudan  -  a  grand  total  of  898,792  returnees,  representing 
46.6  per  cent  of  the  total  Egyptian  labour  force  working  in  Arab 
countries  before  the  Gulf  crisis. 

At  the  same  time,  Egyptian  workers  in  Saudi  Arabia  increased  by 
about  44,000  from  about  564,000  to  608,000  workers.  In  the  Emirates 
the  number  of  Egyptian  workers  increased  by  a  thousand  from 
83,700  to  84,700.  In  Libya,  demand  for  Egyptian  labour  increased, 
raising  the  number  of  Egyptians  working  there  by  15,600  persons, 
from  58,000  to  73,600.  Meanwhile,  the  volume  of  the  Egyptian  labour 
force  in  Bahrain,  Qatar  and  Oman,  remained  the  same. 


Economic  reforms  and  the  Arab  labour  market 

Countries  in  the  Middle  East  and  North  Africa  have  varied  ex¬ 
periences  in  regulating  labour  markets.  In  the  GCC  countries,  the 
main  tool  of  control  is  that  of  time-limited  permits  for  entry  and 
work  for  expatriate  workers.  With  this  tool,  die  GCC  countries  can 
control  the  size  and  composition  of  their  expatriate  labour  force  in 
terms  of  their  country  of  origin,  their  skill  level,  and  the  entry  of  their 
dependants.  These  tools  are  utilized  with  the  objective  of  main¬ 
taining  the  'population  balance'  in  which  the  share  of  nationals  in  the 
total  population  does  not  decrease  any  further  and  could  possibly 
increase  in  the  future.  Otherwise,  labour  unions  are  absent  and 
minimum  wage  legislation  is  non-existent.  Expatriate  workers  are 
not  usually  given  retirement  benefits,  but  are  usually  given  an  end- 
of-service  compensation,  which  is  equal  to  one  month's  salary  per 
year  of  service.  The  state  has  usually  provided  health  care  and 
educational  services  free  to  all  residents  including  expatriates  and 
their  dependants,  but  there  has  been  a  recent  trend  in  the  GCC 
countries  of  making  many  expatriate  labourers  and  their  families 
pay  for  these  services  as  a  way  of  reducing  the  budget  deficits  that 
emerged  in  the  latter  half  of  the  1980s.  On  the  other  hand,  citizens  of 
the  GCC  countries  receive  handsome  subsidies.  The  economic  impact 
of  these  subsidies  has  been  the  redistribution  of  the  oil  wealth  from 
the  state  to  their  citizens,  an  activity  which  has  resulted  in 
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substantial  rent-seeking  activities.  Moreover,  the  GCC  countries 
have  instituted  generous  social  security  and  retirement  schemes  to 
the  benefit  of  their  citizens,  with  the  impact  of  withdrawal  from  the 
labour  force  at  a  fairly  young  age,  reducing  the  overall  labour  force 
participation  rate  (for  each  dollar  an  employed  Kuwaiti  citizen  earns 
the  government  provides  2.5  dollars  in  handouts  and  subsidies).12 

It  seems  that  the  North  African  countries,  including  Egypt,  have 
regulated  the  operation  of  their  labour  markets  significantly  more 
than  the  Asian  Middle  Eastern  countries.  For  example,  Jordan  has 
not  legislated  a  minimum  wage  law  and  collective  bargaining  is 
practically  non-existent.  Private  firms  are  not  restrained  by  legis¬ 
lation  in  their  hiring  and  firing  decisions.  In  contrast,  the  Maghreb 
countries  (especially  Morocco,  Algeria  and  Tunisia)  and  Egypt  are 
characterized  by  the  following  labour  market  features:  labour  unions 
are  effective  players  in  collective  bargaining;  there  is  a  legislated 
minimum  wage  even  though  its  effective  application  is  disputed  by 
various  observers;  and  private  firms  are  prevented  from  firing 
workers  without  a  substantial  cause. 

In  the  Arab  countries,  as  in  many  other  developing  countries, 
there  has  been  a  growing  tendency  during  the  1980s  toward  an 
economic  reform  and  liberalization  process,  aimed  at  reducing  public 
investment  and  public  expenditure,  and  allocating  resources  on  the 
basis  of  the  law  of  supply  and  demand,  while  gearing  the  public 
sector  enterprises  toward  the  maximization  of  profit.  Global  changes 
as  well  as  Arab  imperatives  stress  the  continued  tendency  towards 
restricting  the  economic  role  and  the  administrative  intervention  of 
the  state  in  economic  activity  in  more  accelerated  steps  in  the  1990s. 
It  is  thus  important,  considering  the  future  of  unemployment  in  the 
Arab  countries,  to  perceive  the  anticipated  effects  on  demand  in  the 
labour  market  of  governmental  financial  austerity  and  liberalization 
reforms.  Needless  to  say,  the  absence  or  ineffectiveness  of  trade 
unions,  labour  legislation  and  labour  standards  was  not  considered 
before  economic  reforms  and  liberalization  became  the  established 
trend  in  the  Arab  countries.  Does  any  Arab  country  have  labour 
practices  that  match  standards  such  as:  an  appropriate  country- 
specific  implementation  of  the  right  of  association;  the  right  to 
organize  and  bargain  collectively;  a  prohibition  on  forced  and  com¬ 
pulsory  labour;  a  minimum  age  for  workers;  acceptable  working 
conditions,  possibly  including  a  maximum  number  of  hours  of  work 
per  week;  a  weekly  rest  period;  working  limits  for  young  persons;  a 
minimum  wage;  minimum  workplace  safety  and  health  standards; 
and  the  elimination  of  employment  discrimination?  The  vast  majority 
of  the  workers  in  the  world  are  unable  to  enjoy  labour  standards  like 
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those  listed  in  the  preceding  question,  especially  the  latter  ones.  The 
reason  is  simple:  the  socio-economic  conditions  in  which  they  live 
are  too  poor.  For  example,  if  the  choice  is  between  subsistence  needs 
and  decent  work  hours,  the  work  days  will  be  very  long.  Or  if  the 
choice  is  between  child  labour  on  the  family  farm  (or  firm)  or  a 
smaller  harvest,  children  will  work  long  and  hard  in  the  fields.  Thus, 
in  talking  about  labour  standards  in  the  context  of  workers  in  Arab 
countries,  a  workable  and  pertinent  definition  must  be  offered. 

We  shall  attempt,  by  analysis,  to  determine  the  motives  for  the 
minimization  of  the  economic  role  of  the  state  in  the  Arab  countries 
as  reflected  in  the  curtailment  of  government  current  and  capital 
expenditure.  Also,  we  will  try  to  trace  the  impact  of  the  reduction  of 
public  expenditure  and  public  investments  in  the  Arab  countries 
(both  oil-producing  countries  and  others)  on  the  demand  for  labour 
in  Arab  labour  markets.  In  addition,  we  shall  examine  the  pro¬ 
grammes  and  policies  aiming  at  the  financial  stability  and  structural 
adjustment  applied  in  the  Arab  countries  in  agreement  with  the  IMF 
and,  in  particular,  those  policies  which  have  a  direct  bearing  on  the 
unemployment  problem. 

REDUCTION  OF  GOVERNMENT  EXPENDITURE  AND  INVESTMENTS  AND 
THE  IMPACT  ON  WORK  OPPORTUNITIES 

The  1980s  have  witnessed  a  tendency  towards  the  minimization  of 
the  economic  role  of  the  state,  through  the  relative  curtailment  of 
public  investment  and  expenditure,  with  the  aim  of  alleviating  the 
burden  on  government  budgets  as  well  as  on  the  balance  of  payments. 
By  the  end  of  the  1980s,  that  trend  was  sweeping  over  various  other 
countries:  whether  those  known  historically  as  socialist,  which  had 
developed  a  role  for  state  intervention  under  nationalized  economies, 
or  those  countries  where  such  a  role  was  a  condition  for  developing 
the  'primitive  economy'  of  newly  born  states,  in  addition  to  the 
'revenue  economy'  countries,  as  represented  by  the  oil-producing 
countries. 

The  economic  necessity  for  the  tendency  to  cut  down  public 
investments  and  government  expenditure  has  been  urged  by  the 
aggravation  of  national  economic  problems  and  the  persisting 
deficit  in  both  the  balance  of  current  payments  and  the  government 
budget,  incurring  the  accumulation  of  external  public  debt  and  the 
deterioration  of  the  state  revenue  in  Arab  states  and  other  developing 
countries.  For  the  majority  of  those  countries,  the  only  alternative, 
besides  the  rescheduling  of  and  the  alleviation  of  the  external  debt 
burden,  is  to  resort  to  the  IMF  and  the  World  Bank  to  procure  the 
necessary  funds  to  finance  importation  and  investment.  That  goal 
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however,  seems  to  be  conditioned  by  reaching  agreements  with  the 
Bretton  Woods  institutions,  the  essence  of  which  is  the  accelerated 
transformation  into  liberal  economies. 

The  curtailment  of  both  expenditure  and  investments  in  the 
government  budgets  of  the  Arab  countries  has  had  to  be  made  within 
the  framework  of  the  stabilization  and  structural  adjustment  agree¬ 
ments  arrived  at  with  the  IMF  and  the  World  Bank.  In  the  case  of  the 
rich  oil-producing  countries  which  already  had  liberally  oriented  eco¬ 
nomies,  the  curtailment  of  public  expenditure  and  investment  has  been 
necessitated  by  the  ebb  of  oil  prosperity,  especially  after  the  mid-1980s. 

The  ratio  of  the  state  budget  deficit  to  GDP  in  most  Arab  countries 
was  higher  on  average  than  the  corresponding  ratios  in  the  group  of 
developing  countries,  not  to  mention  their  being  higher  in  com¬ 
parison  with  industrial  countries.  Surplus  turned  into  deficit  in  both 
the  United  Arab  Emirates  and  Oman  in  the  1980s,  while  the  surplus 
of  the  government  budget  in  Kuwait  taken  as  a  percentage  of  GDP 
fell  from  about  40.9  per  cent  in  1981  to  about  7.9  per  cent  in  1989 
(statistics  are  hardly  available  for  1990  and  later).  It  may  also  be 
relevant  here  to  point  out  that  the  fall  in  public  revenues  as  a  percent¬ 
age  of  GDP  in  Arab  countries  was  more  acute  than  in  the  group  of 
developing  countries,  whether  oil-producing  countries  or  others. 

The  comparative  analysis  of  the  relative  weight  of  public  expen¬ 
diture  and  investment  to  the  GDP  in  Arab  countries  shows  it  to  be 
higher  than  it  is  in  either  developing  or  industrial  countries.  This 
indicator  reveals  also  the  obvious  importance  of  the  leading  role 
played  by  the  state  in  economic  and  business  activities  in  Arab 
countries.  The  cutting  down  of  public  expenditure  and  investment 
therefore  greatly  affects  the  total  demand,  including  of  course, 
demand  for  labour. 

The  squeezing  of  the  wages  allocation  in  public  expenditure 
directly  limits  the  availability  of  employment  opportunities  in  the 
government.  As  a  matter  of  fact,  the  ratios  of  total  government  expen¬ 
diture  to  GDP  in  many  Arab  countries  (Egypt,  Tunisia,  Morocco, 
Jordan,  Syria,  Kuwait,  United  Arab  Emirates,  Oman  and  others)  are 
higher  than  the  corresponding  percentages  for  the  group  of  develop¬ 
ing  countries  which  had  an  average  range  of  between  24.2  and  14.1 
per  cent  over  the  period  1980-8.  Furthermore,  in  most  of  the  afore¬ 
mentioned  Arab  countries  the  percentage  remained  higher,  by  the 
end  of  the  1980s,  than  the  corresponding  percentage  for  the  group  of 
industrial  countries,  which  ranged  between  28.7  and  29.9  per  cent 
over  the  period  1980-9. 

In  the  light  of  the  foregoing  comparison  it  appears,  on  the  one 
hand,  that  the  tendency  to  cut  down  government  expenditure  in 
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Arab  countries  produces  wider  effects  on  economic  activity  and  the 
employment  of  the  labour  force  than  in  other  developing  countries 
in  general.  On  the  other  hand,  the  lower  percentages  in  some  Arab 
countries  (Morocco  and  Syria  for  example)  than  those  obtained  in 
industrial  countries  indicate  the  heavy  pressures  which  cause  an 
Arab  developing  country  to  cut  down  its  vital  expenditure,  a  measure 
which  has  an  adverse  effect  on  employment,  especially  when  the 
ratio  of  spending  on  investments  to  total  government  expenditure 
decreases. 

STABILIZATION  POLICIES  AND  STRUCTURAL  ADJUSTMENT  PROGRAMMES 
The  curtailment  of  government  expenditure  and  investment  in  the 
Arab  countries  which  have  an  unemployment  problem  has  been 
linked  to  the  execution  of  stabilization  policies  and  structural  adjust¬ 
ment  programmes  laid  down  in  agreement  with  the  IMF  and  the 
World  Bank.  Such  programmes,  agreements  and  policies  have  usually 
had  no  impact  on  the  demand  for  labour  in  those  countries,  thus 
further  aggravating  the  unemployment  problem.  That  this  is  the 
immediate  effect  has  been  admitted  by  both  the  Fund  and  the  Bank. 
The  IMF  manager  has  pointed  out  that  the  'package  of  the  Reform 
Policies  would  need  a  long  time  to  produce  its  full  results,  especially 
with  regard  to  the  unemployment  problem'. 

Since  the  IMF  has  played  a  key  role  in  designing  the  structural 
adjustment  programmes  for  several  Arab  and  other  developing 
countries  facing  unemployment  problems,  those  programmes  have 
naturally  been  based  on  the  targets,  philosophy  and  diagnosis  of  the 
Fund.  Within  this  context,  the  following  points  have  been  observed 
in  the  economic  reform  policies  applied  -  in  agreement  with  the  IMF 
-  in  the  indebted  Arab  countries  suffering  from  an  unemployment 
problem. 

1  The  IMF  admits  that  the  aggravation  of  the  economic  and  financial 
imbalances  in  developing  countries  has  been  linked  with  the 
passive  developments  in  the  world  economic  context,  such  as  the 
stagnation  in  industrial  countries,  the  steep  rise  in  international 
interest  rates,  and  the  deterioration  of  commodity  prices.  Yet  the 
Fund  stresses  that  it  has  no  control  over  such  variables,  as  long  as 
it  cannot  influence  the  rich  countries  which  need  not  resort  to  the 
utilization  of  its  resources.  Hence,  the  reform  programmes  recom¬ 
mended  by  the  IMF  should,  from  the  start,  have  an  unbiased 
impact,  restricted  to  the  developing  countries  which  have  been 
obliged  to  adopt  those  programmes  under  the  pressure  of  eco¬ 
nomic  and  financial  difficulties  not  basically  due  to  those  policies. 
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Therefore,  whatever  is  the  long-term  positive  effect  expected  from 
the  adoption  and  implementation  of  the  stabilization  policies  and 
adjustment  programmes  recommended  by  the  IMF  for  the 
solution  of  the  unemployment  problem,  the  external  causes  of  this 
problem  remain  without  solution. 


2  The  IMF  admits  that  external  imbalances  have  a  structural  as  well 
as  a  monetary  nature.  That  was  why  the  Fund  introduced  the 
extended  facility  from  1974  to  create  the  Structural  Adjustment 
Facility  in  1986,  thus  venturing  on  the  field  of  development 
policies  which  is  usually  undertaken  by  the  World  Bank.  Likewise, 
the  World  Bank  Introduced  structural  adjustment  loans  beginn¬ 
ing  in  1980.  It  has  also  introduced  sectoral  loans,  and  the  Bank  has 
thereby  ventured  into  the  field  of  global  policies  which  used  to  be 
the  domain  of  the  IMF.  As  stressed  in  the  World  Bank  Report  (1985), 
it  has  become  obvious  that  finding  a  permanent  solution  to  the 
problems  of  the  balance  of  payments,  which  is  basically  the  concern 
of  the  IMF,  is  linked  to  sustained  development,  which  is  basically 
a  concern  of  the  Bank.  The  aggravation  of  the  external  indebted¬ 
ness  crisis  of  developing  countries  in  general,  Arab  or  non- Arab, 
has  increased  the  importance  of  joint  financing  by  both  the  Fund 
and  the  Bank,  now  conditional  on  the  implementation  of  the 
stabilization  and  adjustment  programmes,  as  well  as  the  appli¬ 
cation  of  policies  recommended  by  either  of  the  two  institutions. 
Financing  by  the  IMF  to  meet  the  balance  of  payments  deficit,  and 
by  the  World  Bank  for  economic  development  projects,  have  thus 
both  been  conditioned  by  the  implementation  of  comprehensive 
programmes  for  economic  reform  which  adversely  affect  the 
unemployment  problem,  at  least  in  the  short  term  and  perhaps  in 
the  medium  term,  as  evidenced  by  the  experience  of  those 
developing  countries  which  have  applied  such  programmes. 


Arab  or  non- Arab  countries  which  adopt  stabilization  and  adjust¬ 
ment  programmes  produce  a  'Policies  Framework  Document' 
describing  the  problems  and  challenges  they  encounter,  as  well  as 
the  priorities  and  basic  orientation  of  their  global  policies.  This  is 
combined  with  the  structural  adjustment  policies,  made  on  the 
basis  of  consultations  with  the  IMF  and  the  World  Bank  and  the 
approval  of  the  board  of  directors  of  each  of  the  two  institutions. 
As  for  the  policies  embodied  in  the  agreements  concluded  between 
the  Fund  and  certain  African  countries  (both  Arab  and  non- Arab), 
they  included  elements  that  would  affect  both  supply  and  demand. 
With  regard  to  the  demand  side,  these  policies  were  directed 
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towards  the  reduction  of  the  budget  deficit,  the  restriction  of 
banking  credit,  the  raising  of  interest  rates,  and  the  rationalization 
of  the  external  debt  management.  On  the  supply  side,  the  policies 
envisaged  the  lowering  of  customs  protection,  the  liberalization 
of  prices  and  marketing,  the  reduction  of  public  investment  and 
the  modification  of  its  structure,  and  the  adjustment  of  the 
positions  of  state-owned  enterprises.  Prominent  among  the  policies 
which  have  immediate  effect  on  demand  in  the  labour  market  is 
the  policy  aimed  at  reduction  of  the  budget  deficit.  This  policy 
embodies  measures  promoting  reduction  of  government  spending, 
freezing  of  the  wages  proportion  of  such  spending,  limitation  of 
surplus  note-issue,  minimization  of  investment  spending,  reduct¬ 
ion  of  the  government  subsidization  of  the  public  sector,  credit 
restriction,  raising  interest  rates,  and  the  limitation  of  resort  to 
foreign  loans.  In  addition  to  the  effect  of  customs  tariff  protection, 
the  liberalization  of  the  exchange  rates,  and  the  end  of  govern¬ 
ment  subsidization  of  inefficient  enterprises,  there  is  also  the 
effect  of  privatization  on  unemployment.  Any  deviation  from  the 
quantitative  or  qualitative  parameters  which  ensure  control  on 
spending  would  prevent  financing  of  the  programme  by  the  Fund 
and  the  Bank,  and  could  even  cause  the  cancellation  of  the 
agreement  itself. 

Apart  from  the  criticism  launched  against  the  stabilization  and 
structural  adjustment  programmes  with  regard  to  their  adverse  effect 
on  the  problem  of  unemployment,  the  programmes  have  also  been 
criticized  on  the  grounds  that  they  present  one  and  the  same  essential 
prescription  without  taking  the  very  special  circumstances  of  each 
country  into  consideration.  They  have  also  been  criticized  as  short¬ 
term  programmes  supposed  to  tackle  structural  problems  whose 
solutions  require  long-term  action  and  because,  apart  from  their 
being  tied  to  limited  and  conditional  financial  support,  they  could 
impede  economic  development  and  do  not  suit  the  conditions  of  most 
developing  countries. 

Looking  forward  to  the  future 

The  accentuated  imbalances  in  the  state  budget  as  well  as  in  the 
current  balance  of  payments  have  forced  Arab  governments  to 
adopt  structural  adjustment  strategies  under  the  conditions  of  the 
IMF  and  the  World  Bank,  particularly  in  the  late  1980s.  The  economic 
liberalization  policies  applied  partly  and  gradually  during  the  1980s 
failed  to  alleviate  the  unemployment  problem  in  the  countries  which 
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adopted  those  policies  and  suffered  from  that  problem.  On  the 
contrary,  the  structural  corrective  measures,  especially  the  suppress¬ 
ion  of  government  spending  and  public  investment,  have  perhaps 
accentuated  the  problem  further.  In  particular,  the  effects  of  the 
economic  liberalization  reforms  have  been  contradictory.  The  flight 
of  private  capital  increases  with  the  easing  of  foreign  exchange 
control,  causing  further  deterioration  in  the  unemployment  problem. 
New  employment  opportunities  have  been  much  fewer  than  the 
numbers  of  newcomers  to  the  labour  market.  Moreover,  the  reform 
policies  have  not  generated  any  improvement  in  the  performance 
indicators  or  lessened  the  structural  imbalances,  not  only  because  of 
the  inefficiency  of  such  policies,  but  also  because  of  international, 
regional  and  local  changes  and  challenges  which  fall  beyond  the 
effectiveness  of  those  policies,  such  as  natural  disasters,  the  oil 
recession,  increasing  social  problems  and  dissatisfaction,  migration 
pressures,  domestic  pressure  for  social  services,  and  the  creation  of 
new  job  opportunities. 

The  picture  of  employment  in  the  region  was  quite  favourable  in 
the  1970s  and  early  1980s.  International  migration  permitted  redis¬ 
tribution  of  the  labour  force  from  countries  with  large  populations 
and  limited  oil  resources  to  the  region's  oil-exporting  countries.  Oil 
revenues,  remittances  and  foreign  aid  permitted  the  public  sector  to 
embark  on  expansionist  macro-economic  and  employment  policies 
that  were  not  suitable.  However,  as  the  world  economy  was  booming 
in  the  1980s,  the  Middle  East  and  North  Africa  experienced  a  pro¬ 
longed  recession.  With  substantially  reduced  migration  flows,  the 
growing  number  of  entrants  into  the  labour  force  increased  the 
pressure  on  labour  markets.  Simultaneously,  many  governments 
increased  foreign  indebtedness  to  cushion  the  impact  of  reduced 
foreign  aid  and  remittances,  which  led  to  a  delayed  debt  crisis  in  the 
region.  By  the  late  1980s,  the  region  had  to  face  its  fundamental 
employment  challenges:  rapid  population  growth;  excessive  public 
sector  employment;  and  risky  and  sizeable  exposure  to  external  shocks. 
Unemployment  increased  since  the  mid-1980s  and  is  currently  in 
double-digit  figures  for  most  countries  in  the  region.  Real  wages 
declined  substantially  and  in  some  cases  ended  up  as  low  as  they 
had  been  in  the  mid-1970s. 

Clearly  the  employment  problem  will  ultimately  be  solved  by 
sustained  economic  growth  in  the  region.  For  growth  to  be  sus¬ 
tainable,  it  has  to  avoid  the  problems  of  the  earlier  high  growth 
episode.  Employment  generation  and  job  creation  have  to  be  driven 
by  growth  in  the  private  sector,  and  government  expansion,  along 
the  fiscal  or  employment  dimensions,  should  be  checked.  The  short- 
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run  challenge  is  that  any  policy  to  reduce  the  size  of  the  public  sector 
creates  additional  pressures  on  labour  markets.  Privatizing  public 
enterprises  and  reducing  employment  in  the  civil  service  will  result 
in  shedding  workers  and  increasing  the  rates  of  unemployment  and 
socio-political  instability. 

The  nature  of  the  unemployment  problem  is  predominantly  the 
lack  of  absorption  of  new  entrants  into  the  labour  force.  Declining 
real  wages  are  apparently  insufficient  to  induce  employers  to  expand 
employment  enough  to  reduce  the  slack  in  labour  markets.  The 
increasing  number  of  unemployed  young  workers  is  probably  the 
most  serious  economic  challenge  that  lies  ahead  for  the  countries  of 
the  region.  This  problem  is  likely  to  get  worse  in  many  of  the  countries 
that  have  not  had  a  slowdown  in  their  fertility  rates.  Given  the  high 
levels  of  indebtedness,  budget  deficit,  and  share  of  the  public  sector 
in  total  employment,  short-run  fixes,  such  as  the  absorption  of 
young  workers  in  the  public  sector,  are  no  longer  available  to  policy 
makers.  Urban  labour  markets  will  be  facing  even  greater  pressure 
as  the  rate  of  rural-urban  migration  is  likely  to  increase  with  the 
slowdown  in  international  migration. 

The  economic  challenge  is  to  design  the  appropriate  overall  policy 
framework  (macro  policy,  trade  policy,  fiscal  policy,  renewing  regu¬ 
lation,  and  so  on)  with  proper  incentives  for  real  economic  growth. 
The  employment  challenge  is  to  make  sure  that  this  growth  utilizes 
appropriately  the  human  resource  endowment  of  the  countries  in 
the  region.  In  particular,  there  is  a  need  to  design  policies  that  permit 
the  employment  of  young  entrants  into  the  labour  force,  minimizing 
social  dissatisfaction  and  extending  domestic  social  services. 

The  future  is  becoming  increasingly  unpredictable,  not  only  in  the 
Middle  East  and  North  African  region,  but  in  other  parts  of  the 
world  as  well.  However,  if  the  employment /unemployment  issues 
in  the  MENA  (Middle  East  and  North  Africa)  region  are  being 
considered,  one  also  has  to  consider  many  other  related  factors  such 
as:  the  supply  and  demand  of  the  labour  force;  the  demographic 
aspects;  the  improving  educational  levels  and  outputs;  migrations; 
women's  participation  in  the  labour  force;  the  limitations  on  labour 
mobility;  economic  growth  and  structural  changes;  the  impact  of 
industrialization;  potential  changes  in  military  service  personnel 
and  their  subsequent  release  to  civilian  life  and  the  labour  market; 
the  future  of  the  so-called  peace  dividends  in  the  MENA  region;  and, 
finally,  the  effect  of  the  conversion  (if  it  happens)  of  the  military 
sector  on  other  socio-economic  sectors. 

The  future  prospects  of  the  employment /unemployment  issues 
and  the  impact  on  the  countries  of  the  region  produce  different 
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expectations  depending  on  which  perspective  is  taken.  One  can 
deduce  three  alternatives  related  to  the  Arab  labour  force  and  pro¬ 
spective  analysis. 

A  pessimistic  alternative  exists  which  expresses  the  continuity  of 
the  ongoing  scattered  and  isolated  efforts  toward  any  joint  act.  The 
rational  alternative  is  hopeful  from  the  basis  of  the  logical  national¬ 
ization  and  utilization  of  Arab  resources  in  the  framework  of  the 
current  geopolitics  in  the  region,  the  ongoing  peace  process,  and  the 
role  of  some  sub-regional  groupings  (GCC,  for  example).  The  opti¬ 
mistic  alternative  is  a  viewpoint  based  on  the  logic  of  unifying  and 
centralizing,  while  taking  into  consideration  the  multilateralism, 
socially  and  culturally,  in  the  region. 

We  have  to  be  very  cautious  in  responding  to  the  logic  and  the 
ways  of  thinking  of  these  three  prospective  alternatives  -  especially 
since  there  are  just  five  years  before  the  twenty-first  century.  There 
have  been  many  unprecedented  events,  changes  and  challenges, 
globally  and  regionally,  with  many  by-products  which  are  ex¬ 
perienced  every  day,  not  only  in  the  Arab  countries  but  also 
throughout  the  world.  Such  changes  as  the  disappearance  of  the 
former  Soviet  Union  and  the  growing  and  accelerated  widening  of 
the  'European  House'  (the  EU),  the  'American  House'  (NAFTA),  the 
‘Japan- Asian  Pacific  House'  -  all  coincide  with  the  domination  of  the 
new  wave  of  'info-tech',  the  active  new  strategic  international 
alliances  (IMF,  G7,  TNCs,  the  Paris  Club),  the  end  of  GATT,  and  the 
birth  of  a  new  WTO  at  the  beginning  of  1995. 

No  doubt  all  these  events,  changes  and  challenges,  one  way  or 
another,  will  affect  the  way  the  world  economy  and  international 
relations  continue  from  the  paths  which  have  been  traced  in  the  last 
few  decades,  especially  on  the  regional  levels.  Our  concern  must 
concentrate  on  and  review  non-utopian  future  prospects  and 
analyses  of  how  to  deal  with  the  employment/unemployment 
issues  in  the  region. 

The  pessimistic  first  alternative,  which  considers  technological 
development  and  labour  productivity  together,  will  play  an  impor¬ 
tant  and  basic  role  in  the  expected  changes  related  to  the  demand  for 
a  labour  force  to  match  the  economic  prospects  of  the  region. 
Lebanon,  Yemen,  Somalia,  Mauritania  and  perhaps  Bahrain  represent 
the  countries  which  can  realize  average  growth  rates  of  demand 
which  will  be  greater  than  their  population  growth  rates,  due  to 
economic  activities  and  diversity. 

Although  the  second  alternative  encourages  the  rationalization/ 
nationalization  process  and  increasing  labour  productivity  in  many 
sectors,  its  final  product  is  the  creation  of  job  opportunities.  The  real 
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chance  will  be  in  manufacturing  industries,  electricity,  construction, 
transportation,  trade  and  mining  in  all  the  region's  countries. 

The  optimistic,  third  alternative,  of  critical  importance  because  of 
its  serious  commitment  towards  widening  and  deepening  the  de¬ 
velopment  process,  will  also  lead  to  more  participation,  economically 
and  substantially,  of  women  in  the  labour  force.  The  labour  force  in 
manufacturing  industries  should  witness  increases,  and  the  most 
important  change  may  find  expression  in  the  increased  share  of  the 
skilled  labour  force,  more  so  than  in  the  first  or  second  alternative. 

The  employment /unemployment  problems  and  issues  are  not 
solved  easily  and  even  economic  compromises  are  difficult  to  find. 
Many  efforts  are  aimed  in  that  direction  intellectually,  but  actions 
speak  louder  than  words.  It  becomes  clear  that  on  a  sub-national 
sectoral  level  we  have  to  consider  a  new  critical  triangle  binding 
human  development  process  integration  and  administration  with  an 
educational  adaptation  process  and  NGOs.  From  this  triangle, 
participation  is  needed  in  all  respects  to  promote  solutions,  to  match 
the  needs  of  supply  and  demand  in  the  labour  market,  and  to 
respond  to  the  future  of  all. 
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This  chapter  addresses  the  issue  of  South  Asia  emerging  as  a  major 
source  of  labour  exports  to  other  regions  of  Asia  as  well  as  to  the 
developed  countries  in  Europe  and  Latin  America.  It  also  discusses 
the  role  of  labour  movement  within  South  Asia  which  has  become 
an  important  source  of  employment  for  some  countries.  The  problem 
of  South  Asia  as  a  labour  exporter  is  not  examined  as  an  issue  of 
labour  migration  leading  towards  a  process  of  equilibrating  global 
differences  in  wages,  however,  but  as  an  aspect  of  international  trade 
where  labour  services  are  treated  as  a  commodity  to  be  traded  across 
international  borders  on  the  basis  of  comparative  advantage.  It  argues 
that  the  international  trading  system  emerging  from  the  conclusion 
of  the  Uruguay  Round  does  not  pay  sufficient  attention  to  the 
prospect  of  labour  services  being  treated  as  a  commodity  to  be 
traded  like  any  other  commodity.  Thus,  whilst  the  Uruguay  Round 
aimed  to  create  a  more  open  and  competitive  trading  environment 
for  commodities,  it  did  not  address  the  issue  of  creating  a  more 
competitive  environment  for  the  free  flow  of  labour  services  within 
the  global  market.  This  important  omission  in  the  compass  of  the 
Uruguay  Round  appears  to  be  grounded  on  political  expediency 
rather  than  on  the  underlying  belief  in  building  a  competitive 
trading  environment  which  was  the  ostensible  premise  underlying 
the  GATT  system.  This  constrictive  approach  of  GATT  to  the  trading 
system  is  particularly  disadvantageous  to  those  countries  with  a 
large  surplus  of  labour,  both  current  and  foreseeable.  South  Asia 
remains  the  principal  source  of  global  trade  in  labour.  This  dis¬ 
advantages  South  Asia  in  the  trading  system,  contributes  to  the 
underperformance  of  the  global  economy,  encourages  the  illegal 
flow  of  labour  and  creates  the  potential  for  racial  conflict  within  the 
labour-importing  countries. 

This  chapter  argues  for  creating  a  more  open  trading  system 
which  incorporates  labour  flows  into  the  trading  regime.  This 
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demands  that  the  issue  of  labour  flows  now  be  addressed  within 
GATT  or  its  successor,  the  World  Trade  Organization  (WTO),  rather 
than  limit  the  issue  to  the  province  of  the  ILO.  It  also  demands  that 
in  labour-receiving  countries  the  issue  of  labour  flows  from  develop¬ 
ing  countries  be  transferred  from  the  province  of  the  ministries  of 
immigration  and  internal  security  to  the  ministry  of  trade  and 
economic  affairs.  Such  a  change  in  perspective  in  the  global  market 
for  labour  has  important  implications  for  the  institutional  mechan¬ 
isms  mediating  the  flow  of  labour  across  boundaries  and  the  domestic 
policy  agendas  of  both  labour-exporting  and  -importing  countries. 

The  chapter  is  presented  here  in  the  form  of  a  stylized  argument 
which  spells  out  a  conceptual  format  for  more  specific  research  on 
South  Asia  emerging  as  a  major  contributor  to  the  global  trade  in 
labour.  The  analysis  can,  however,  be  extended  readily  to  the 
implications  for  no  less  significant  flows  of  labour  from  South  to 
North  America,  from  North  Africa  and  the  Middle  East  to  Europe, 
from  North  Africa  to  the  Middle  East,  and  from  Eastern  and 
Southern  Europe  to  Western  Europe. 


South  Asia's  growing  labour  force 

South  Asia  today  is  home  to  a  population  of  1.18  billion.  This 
population  is  expected  to  reach  1.39  billion  by  the  year  2000.  South 
Asia's  share  of  the  global  population  has  increased  from  19.3  per 
cent  in  1960  to  21.7  per  cent  in  1992.  This  share  is  projected  to  rise  to 
22  per  cent  in  the  year  2000  and  23  per  cent  in  2030. 

The  prevailing  demographic  profile  of  South  Asia's  population  is 
so  structured  that  a  relatively  large  part  of  this  population  are,  or  will 
be  coming  of,  working  age.  New  entrants  to  the  labour  force  of  the 
region  are  thus  expected  to  grow  quite  significantly  from  a  base  of 
448  million  in  1990  to  569  million  in  2000.  This  projection  could 
indeed  be  much  higher  since  South  Asia's  current  labour  force  parti¬ 
cipation  rates,  which  are  below  East  and  South  East  Asian  averages, 
are  rising  rapidly  as  an  increasing  proportion  of  the  region's  female 
labour  force  moves  from  unpaid  household  labour  into  the  wage 
and  informal  economies. 

The  projected  growth  in  the  labour  force  of  South  Asia  is  likely  to 
increase  the  socio-economic  problems  of  absorbing  the  large  and 
growing  number  of  entrants  within  the  region's  labour  markets. 
Considerable  scope  still  remains  to  absorb  this  labour  force  growth 
through  development  strategies  which  accelerate  GDP  growth  as 
well  as  exports,  encourage  the  adoption  of  more  labour-intensive 
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technologies,  and  improve  and/or  develop  institutions  designed  to 
absorb  labour  in  more  gainful  employment  in  both  the  informal  and 
formal  markets.  The  literature  in  and  on  South  Asia  on  this  subject 
is  incredibly  fertile  and  need  not  divert  us  at  this  stage. 

The  absolute  figures  for  South  Asia's  labour  force  growth  conceal 
the  fact  that  a  large  part  of  this  labour  force  is  also  acquiring  some 
education.  Whilst  the  region  ranks  low  in  terms  of  the  percentile 
share  of  the  relevant  age  cohort  having  access  to  education,  in 
absolute  figures  the  number  of  young  people  entering  the  labour 
market  with  some  education  is  quite  staggering  if  reviewed  in  a 
global  perspective.  Thus,  if  we  assume  an  adult  literacy  rate  of  20  per 
cent  for  South  Asia  in  1960  this  gives  us  a  figure  of  70  million  literates 
in  that  year.  In  contrast  in  1992  with  an  adult  literacy  rate  of  48  per 
cent  the  region  now  has  283  million  literates.  This  may  be  put  in 
perspective  by  noting  that  the  size  of  the  labour  force  in  the 
industrialized  countries  in  1992  was  544  million.  If  we  assume  that 
South  Asia  will  raise  its  literacy  level  to  71  per  cent  in  2000,  the 
developing  country  average,  we  are  talking  of  834  million  adults, 
mostly  of  working  age.  Many  of  these  834  million  literate  adults  will 
be  seeking  work  outside  their  national  boundaries.  South  Asia  has 
about  83.5  million  literates  in  the  age  group  15-19  who  are  likely  to 
be  the  most  outwardly  mobile.  These  numbers  are  merely  indicative 
of  the  labour  export  potential  of  the  South  Asia  region  and  what  this 
could  mean  for  global  labour  markets. 

Within  the  category  of  literate  adults  a  sub-class  of  educated 
adults  from  South  Asia  with  tertiary  and  technical  education  is  now 
in  absolute  terms  producing  a  growing  pool  of  skilled  and  pro¬ 
fessional  workers  who  are  being  readily  absorbed  in  the  developed 
market  economies  (DMEs).  Thus  far  this  resource  flow  from  South 
Asia  is  seen  as  part  of  the  brain  drain.  Over  the  longer  run  this  skilled 
labour  resource  constitutes  a  more  specialized  competitive  export 
industry  for  the  region  which  merits  attention  as  an  export  priority. 
This,  however,  is  a  separate  issue  and  will  be  discussed  in  another 
chapter. 


South  Asia's  entry  into  the  global  labour  market 

Given  the  weakness  in  South  Asia's  development  strategies  through¬ 
out  its  post-colonial  history,  its  potential  for  more  remuneratively 
employing  its  present  labour  force,  both  educated  and  uneducated, 
has  been  underfulfilled.  This  serious  limitation  in  the  region's 
development  priorities  has  from  the  outset  of  its  independence 
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encouraged  the  more  enterprising  of  its  population,  mostly  younger 
men  with  some  basic  education,  and  more  recently  young  women  in 
increasing  numbers,  to  move  across  national  borders  to  neighbour¬ 
ing  countries  within  South  and  West  Asia,  to  Europe,  to  North 
America  and  now  to  virtually  any  comer  of  the  globe  offering 
employment  opportunities.  This  spirit  of  entrepreneurial  labour  was 
fostered  by  the  colonial  encounter,  which  transported  South  Asian 
labour,  followed  by  its  traders,  to  South  East  Asia,  the  Middle  East, 
Africa  and  as  far  afield  as  the  Caribbean.  The  ethnic  composition  of 
a  number  of  countries  in  these  regions  has  been  influenced  by  such 
labour  migration  from  South  Asia  during  the  colonial  era.  The 
colonial  tradition,  however,  only  showed  the  way  to  the  post¬ 
colonial  generation  who,  in  response  to  their  limited  opportunities 
for  employment  at  home  and  the  greater  opportunities  open  to 
enterprising  young  men  willing  to  work  long  hours  at  low  wages  in 
the  most  inhospitable  terrains,  sustained  this  flow  in  even  greater 
numbers  throughout  the  1950s  and  1960s  as  improved  communica¬ 
tions  contracted  the  global  village. 


Institutionalizing  labour  exports  to  the  Middle  East 

The  1970s  were  something  of  a  golden  age  for  South  Asian 
migration.  The  opportunities  which  opened  up  with  the  explosion  in 
1973  in  the  export  revenues  of  the  energy-exporting  countries  of  the 
Middle  East  led  to  an  unprecedented  growth  of  labour  flow  from 
South  to  West  Asia  and  North  Africa.  Such  was  the  intensity  of  this 
labour  flow  that  by  1982  it  was  reckoned  that  the  number  of  South 
Asian  migrant  workers  in  the  Middle  East  was  as  high  as  2.5  million. 
The  remittances  sent  home  from  the  earnings  of  these  workers  from 
the  Middle  East  emerged  as  one  of  the  principal  sources  of  export 
earnings  for  every  South  Asian  country.  Such  a  volume  of  earnings 
in  1982  was  equivalent  to  28  per  cent  of  commodity  export  earnings 
in  India,  107  per  cent  in  Pakistan,  66  per  cent  in  Bangladesh,  and  14 
per  cent  in  Sri  Lanka.  In  1991,  these  percentagess  were  somewhat 
lower  due  to  the  rise  in  export  volume,  but  were  still  an  important 
part  of  the  region's  external  earnings.  Thus,  in  India,  remittances 
came  to  14  per  cent  of  export  earnings,  in  Bangladesh  44  per  cent,  in 
Pakistan  28  per  cent,  and  in  Sri  Lanka  17  per  cent  (a  rise  compared 
to  1982). 

The  implications  of  this  escalated  flow  of  revenues  from  South 
Asia's  migrant  workers  extended  beyond  its  contribution  to  the 
region's  balance  of  payments.  The  change  in  perspectives  brought 
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about  by  this  unprecedented  widening  in  the  horizon  of  expect¬ 
ations  of  the  population  of  South  Asia  has  been  captured  in  the 
migration  literature.  This  phenomenon  opened  up  the  world  to 
South  Asia  to  the  point  where  people  from  the  most  remote  villages 
of  this  region  came  to  think  of  the  world  -  rather  than  their  village, 
their  district  headquarters  or  even  their  metropolitan  areas  -  as  a 
legitimate  market  for  their  labour.  This  widening  of  horizons  for  the 
rural  youth  of  South  Asia  has  in  recent  years  been  reinforced  by  the 
revolution  in  global  telecommunications,  where  CNN  brings  the 
wider  world  into  the  hitherto  most  secluded  areas  of  South  Asia. 
There  is  thus  no  point  of  the  globe  where  today  an  average  Bangla¬ 
deshi  villager  does  not  look  for  employment.  This  expectation  is  not 
part  of  a  world  of  fantasy  since  these  same  migrants  are  willing  to 
invest  their  family  savings,  incur  enormous  debts,  and  face  incal¬ 
culable  risks  by  participating  in  the  now  enormous  and  growing 
illegal  flows  of  labour  across  international  boundaries.  The  measure 
of  their  enterprise  is  found  not  just  in  the  Middle  East,  but  in  the 
remote  areas  of  the  globe.  Indian,  Pakistani,  Bangladeshi  and  now 
Sri  Lankan  workers  are  to  be  found  anywhere  from  the  jungles  of 
Bolivia  to  the  most  remote  part  of  Africa,  in  every  city  of  North 
America  and  Europe,  in  Japan,  Australasia,  and  South  East  Asia,  and 
indeed  in  quite  extraordinary  numbers  within  South  Asia  itself. 

Women  are  now  participating  in  increasing  numbers  in  this  labour 
flow  although,  as  yet,  the  flows  are  confined  to  the  Middle  East  and 
within  South  Asia.  Female  labour  flows  from  South  Asia  are  well 
behind  those  of  the  Philippines,  whose  female  migrants  are  now  a 
global  phenomenon.  However,  Sri  Lankan  women  are  now 
demonstrating  traces  of  the  enterprise  shown  by  their  Filipino 
sisters,  as  may  be  seen  from  the  very  large  number  of  such  women 
working  in  the  Middle  East.  Otherwise,  most  female  labour  migrants 
across  the  borders  of  South  Asia  have  destinations  within  the  region. 

The  large  numbers  of  South  Asians  migrating  abroad  come  from 
the  lower  end  of  the  income  scale  and  low  earnings  at  home  have 
driven  this  flow  over  the  years.  Outside  of  Pakistan  and  selected 
regions  of  India,  however,  this  flow  has  not  led  to  a  rise  in  real  wages, 
so  that  the  export  of  labour  has  continued  to  lag  behind  the  absorp¬ 
tive  capacity  of  the  domestic  labour  market.  This  downward  pressure 
on  real  wage  rates  in  South  Asia  shows  that  in  Bangladesh,  in  1970-90, 
real  earnings  per  employee  declined;  in  the  case  of  Sri  Lanka,  in 
1980-90,  they  rose  only  1.8  per  cent;  in  India  in  1980-90  they  rose 
only  3.4  per  cent.  Only  in  Pakistan  did  earnings  in  1980-90  register 
robust  growth  at  6.6  per  cent.  As  a  consequence  of  this  lack  of 
buoyancy  in  most  of  South  Asia,  wages  remain  among  the  lowest  in 
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the  world.  This  may  be  seen  from  data  on  global  hourly  earnings. 
Hourly  wage  rates  average  US$0.35  in  Sri  Lanka  and  US$0.15  in 
Bangladesh,  compared  to  US$1.40  in  Hong  Kong,  US$1.53  in  South 
Korea,  and  over  US$8.00  in  the  USA. 

However,  even  these  low  levels  of  wages  in  South  Asia  cover  only 
the  opportunities  of  those  in  regular  employment.  The  compulsions 
of  the  much  larger  volume  of  underemployed  workers,  defined  as 
those  who  are  both  underworked  and  underremunerated,  push 
them  to  look  for  work  outside  their  own  borders  in  faster  growing 
or  more  affluent  regions.  This  search  for  work  abroad  is  now  being 
increasingly  underwritten  by  the  first-hand  experiences  of  migrants 
who  have  actually  accessed  employment  opportunities  abroad  and 
who  both  excite  the  expectations  of  their  rural  neighbours  at  home, 
through  their  remittances  to  their  families,  and/or  provide  a  source 
of  information  on  available  opportunities  as  well  as  an  institutional 
conduit  for  bringing  out  more  of  their  compatriots.  As  a  consequence 
of  such  movements  abroad,  it  is  worth  exploring  how  in  some 
regions  foreign  migration  has  changed  the  demographic  com¬ 
position  of  the  area  in  the  way  of  male-female  ratios,  age  composition, 
size  of  the  available  labour  force  and  even  the  net  growth  of  aggregate 
population.  For  example,  the  last  census  of  Bangladesh  held  in  1991 
reported  a  gross  rate  of  population  increase  of  1 .9  per  cent,  but  a  net 
growth  rate  of  1.6  per  cent,  with  the  missing  0.3  per  cent  being 
attributed  to  outmigration  from  the  country.  This  figure  is,  of  course, 
significant  enough  to  merit  more  professional  scrutiny  by  demo¬ 
graphers.  Similar  exercises  for  Pakistan,  Nepal  and  Sri  Lanka  could 
yield  equally  dramatic  results,  as  could  similar  data  at  least  for  some 
outmigration-prone  regions  of  India. 

The  significant  feature  of  all  first  migrants  is  that  they  are 
relatively  young  single  males  who  go  abroad  with  only  expectations 
rather  than  clearly  defined  job  opportunities.  This  means  that  the 
fate  of  such  migrants  is  closely  linked  to  the  dynamics  of  the  econo¬ 
mies  where  they  seek  refuge.  Where  many  such  migrants  found 
regular  work  in  the  formal  labour  market  of  the  developed  world  in 
the  era  up  to  the  1970s  the  prevalence  of  recessionary  conditions  over 
the  last  decade  in  the  DMEs  has  increasingly  exposed  South  Asian 
migrants  to  casualization  in  the  labour  market  leading  to  long 
periods  of  unemployment  or  underemployment.  This  has  forced  such 
migrants  to  depend  on  the  support  of  local  welfare  services  or  to 
resort  to  informal  trade  and  sale  of  services.  In  the  most  remote  parts 
of  Europe  a  motorist  may  be  stopped  at  traffic  lights  by  a  Bangla¬ 
deshi,  probably  from  some  poor  rural  family,  offering  to  clean  the 
car  windows  for  a  pittance. 
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This  phenomenon  of  possibly  illegal  and/or  informal  entrants  to 
the  labour  market,  many  claiming  the  status  of  political  refugees,  has 
contributed  to  the  tightening  of  immigration  laws,  the  prosecution 
as  well  as  persecution  of  these  workers,  and  the  tendency  for  racist 
political  forces  to  play  on  the  bigotry  of  unemployed  locals  faced 
with  this  threat  to  their  prospective  employment  from  casualized 
illegal  immigrant  labour.  This  hostility  targets  not  only  South  Asians, 
but  also  North  Africans,  Somalians,  Haitians,  and  now  the  diaspora 
in  increasing  numbers  from  the  unfolding  crisis  in  Eastern  Europe. 

This  resort  to  casual  labour  by  immigrants  in  the  markets  of  the 
DMEs  is,  however,  consistent  with  a  felt  need  in  these  economies  for 
movement  away  from  an  institutionalized  labour  force  with  its  para¬ 
phernalia  of  inflexible  minimum  wages,  service  rules  and  welfare 
obligations.  Attempts  originating  in  the  USA  during  the  Reagan- 
Bush  era,  and  in  the  UK  from  the  Thatcher  era,  to  casualize  the 
labour  force  in  order  to  make  it  more  responsive  to  changing  market 
trends  and  reduce  the  burden  of  welfare  obligations  on  the  budget 
have  created  windows  of  opportunity  for  immigrant  labour  in  the 
interstices  of  the  DME  economic  system.  This  has  led  to  tension 
between  economic  needs  and  nationalist  forces  in  the  labour  import¬ 
ing  countries  of  the  DMEs  which  brings  together  a  coalition  of  the 
trade  unions,  sunset  industrialists  and  sundry  protectionists  on  an 
anti-immigrant,  possibly  racist  platform,  aligned  against  advocates 
of  free  markets  and  a  more  open  trading  regime.  These  develop¬ 
ments  have  made  life  for  South  Asian  immigrants  both  unstable  and 
insecure  in  these  countries. 


Institutionalizing  the  export  of  labour  services 

Significantly,  the  most  successful  efforts  at  institutionalizing  labour 
importation  have,  in  recent  years,  originated  not  in  the  DMEs  but  in 
the  Middle  East.  In  the  West  Asian  and  North  African  labour- 
importing  countries,  most  migrant  workers  entering  these  markets 
come  in  under  contractual  arrangements  negotiated  by  specialized 
firms  of  manpower  exporters  from  South  Asia  with  well-developed 
connections  in  the  labour-importing  country.  These  firms  keep  track 
of  the  changing  demand  for  labour,  negotiate  contracts  with  labour 
users  to  supply  labour  for  a  specific  time  period  at  specific  rates, 
obtain  the  necessary  work  permits  and  then  market  these  permits  in 
the  South  Asian  labour-exporting  country.  Such  permits  command 
sizeable  premiums  which  provide  the  commercial  dynamic  for  the 
manpower  traders.  This  system  has  led  to  some  abuse  of  poor  rural 
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youth  who  invest  their  family's  surplus,  even  incur  debt,  to  buy 
these  work  permits,  seen  as  passports  to  a  qualitative  change  in  the 
prospects  of  poor  South  Asian  families  for  a  better  future.  These 
migrants  may  have  to  work  at  below  their  contracted  wages  for  long 
hours  and  may  be  forced  to  live  under  harsh  conditions.  Many  are 
simply  cheated  out  of  their  investment  when  labour-exporting  agents 
disappear  with  the  money  even  before  the  prospective  migrant  is 
enplaned  or  when  there  isn't  any  job  waiting  for  a  worker  when  he 
arrives  in  a  labour-importing  country.  Notwithstanding  the  many 
sources  of  abuse,  such  labour-exporting  agents  have  provided  a  free- 
flowing  channel  for  millions  of  poor  South  Asians  to  move  to  the 
Middle  East,  work  for  a  period  of  time,  and  return  home  with  a 
substantial  improvement  in  their  family  fortunes.  It  is  this  tantalizing 
opportunity  for  a  better  life  which  makes  prospective  migrants  face 
the  risks  of  being  cheated  and  the  possibility  of  work  under  adverse 
conditions. 

This  institutionalization  of  labour  flows  has  the  special  advantage 
that  it  commoditizes  the  flows  of  labour,  making  the  presence  of  the 
worker  in  the  host  country  temporary7,  job  specific,  and  part  of  a 
commercial  contractual  transaction.  Whilst  many  workers  stay  on 
beyond  their  contract  and  many  more  come  in  illegally,  most  of  these 
migrant  workers  to  the  Middle  East  were  absorbed  institutionally 
through  private  business,  if  not  with  official  approval.  This  arrange¬ 
ment  has  made  it  possible  for  the  labour-importing  countries  to  use 
labour  from  South  Asia  as  part  of  a  felt  economic  need  derived  from 
the  lack  of  indigenous  labour,  without  the  threat  of  having  their 
society  disrupted  by  the  presence  of  a  large  number  of  foreigners. 
South  Asians  in  the  Middle  East  thus  never  graduated  to  immigrant 
status,  but  always  remained,  and  do  so  to  this  day,  as  economic  agents 
providing  a  defined  contractual  service. 

This  focus  on  the  commercial  dimension  of  the  transaction  has 
encouraged  firms  from  all  over  the  world,  particularly  from  East 
Asia,  which  are  awarded  construction  contracts  in  the  Middle  East, 
to  bring  in  the  less-skilled  component  of  the  labour  force  from  the 
low-wage  countries  of  South  Asia,  and  to  predicate  the  competitive¬ 
ness  of  their  contractual  bid  on  the  multinational  dimension  to  their 
sourcing  of  worker  inputs  for  servicing  the  contract.  It  must  be 
recognized  that  the  encounter  between  the  Middle  East  labour¬ 
importing  countries  and  the  labour-exporting  countries  of  South 
Asia  is  thus  a  working  demonstration,  which  has  stood  the  test  of 
time,  that  a  country,  even  a  small  country,  can  absorb  labour  driven 
from  abroad  entirely  by  economic  considerations,  and  can  do  this 
without  generating  appreciable  political  or  racial  tension.  The  world 
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trading  system  thus  has  before  it  a  working  model  of  how  to  treat 
labour  as  part  of  international  trade  where  goods  and  services  are 
integrated  into  the  same  transaction. 


Spreading  the  institutionalization  of  labour  exports 

The  manifest  success  of  this  economic  approach  to  labour  flows, 
which  has  guided  the  behaviour  of  labour-importing  countries  in  the 
Middle  East,  has  now  opened  up  prospects  for  trade  in  labour 
between  South  and  South  East  Asia.  Bangladeshis  are  moving  to 
Malaysia  to  work  on  plantations  there,  where  indigenous  labour  has 
become  too  expensive  to  sustain  the  economics  of  the  plantation 
economy  and  is  indeed  increasingly  unwilling  even  to  undertake 
such  arduous  work  with  the  availability  of  less  physically  taxing  as 
well  as  more  remunerative  employment  in  the  fast-growing  industrial 
sector.  This  model  has  also  been  applied  in  the  case  of  South  Korea. 
However,  in  other  parts  of  East  Asia,  exposed  to  rising  wages  and 
labour  scarcity  at  the  lower  end  of  the  labour  market,  illegal  labour 
flows,  particularly  to  Japan  and  Taiwan,  have  become  a  major 
vehicle  for  South  Asia  labour  exports.  This  is  owing  to  the  reluctance 
of  both  these  East  Asian  countries  to  formally  acknowledge  their 
critical  need  for  labour,  and  reflects  more  the  European  approach  to 
the  problem  rather  than  the  new  established  tradition  in  West  Asia 
of  institutionalizing  labour  flows. 

Structural  adjustments  in  the  global  labour  market 

The  success  of  the  South  West  Asian  experience  with  trade  in  labour 
services  provides  the  basis  for  defining  a  new  pattern  of  trading 
relations  between  South  Asia,  its  neighbours  to  the  East  and  the 
developed  countries  of  Europe  and  North  America.  There  is  no 
doubt  that  East  and  South  East  Asia  are  going  to  emerge  as  signifi¬ 
cant  net  importers  of  labour.  The  UNDP  Human  Development  Report 
1993  forecasts  that  by  the  year  2000  East  and  South  East  Asia  will 
have  a  demand  for  labour  which  will  be  20  per  cent  in  excess  of  its 
available  labour  supply.  Unprecedented  GDP  growth  in  the  region, 
and  in  the  case  of  Japan  with  its  ageing  population,  have  not  only  put 
severe  pressure  on  real  wages,  but  opened  up  absolute  gaps  in  the 
labour  market  where  East  Asians  accustomed  to  easily  available 
labour  are  not  going  to  be  satisfied  with  substituting  the  comfort  of 
human  labour  with  mere  advances  in  technology,  particularly  in  the 
personal  service  sector. 
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In  Europe  and  North  America  the  high  cost  of  such  personalized 
services  has  meant  that  many  areas  of  the  service  sector  are  under¬ 
staffed.  Where  technology  has  not  substituted  this  service,  people  in 
Europe  have  learnt  to  use  self-help  or  to  go  without.  Whilst  such 
austerity  may  be  good  for  the  character,  it  is  not  good  for  world 
employment.  A  good  case  exists  for  a  technological  pause  in  the 
DMEs  for  substituting  cheap  labour  and  for  people  to  readjust  their 
lifestyles  to  accommodate  personal  services  which  may  be  provided 
from  labour-exporting  countries. 

For  countries  of  East  Asia  and  the  North  Atlantic  region  to  adjust 
to  a  world  which  is  more  receptive  to  Third  World  labour  will  need 
some  political  and  institutional  changes.  In  the  case  of  East  Asia, 
there  is  a  clear  prospect  that  a  large  and  growing  (unsatisfied) 
demand  for  labour  will  emerge  over  the  next  decade.  The  point  at 
issue  is  to  meet  this  demand  from  its  most  obvious  source  of  supply 
-  South  Asia  -  without  generating  problems  of  racial  tension. 

China  is,  of  course,  still  a  major  source  of  labour  for  East  and 
South  East  Asia.  But  the  fact  that  China  is  now  the  fastest-growing 
economy  in  the  world,  reproducing  the  equivalent  of  the  Malaysian 
economy  from  its  own  GDP  growth,  has  made  China  the  developing 
world's  largest  magnet  for  capital  imports,  particularly  from  its  neigh¬ 
bours,  and  is  thus  opening  up  job  opportunities  for  its  own  surplus 
labour  at  home.  It  is  estimated  that  Hong  Kong  capital  now  employs 
more  labour  in  mainland  China  than  it  does  in  Hong  Kong.  Further¬ 
more,  for  the  East  Asian  economies  to  play  host  to  a  large  volume  of 
Chinese  labour  makes  them  hostages  to  fortune,  in  the  face  of  the 
growing  economic  and  political  power  of  China  in  Asia.  For  this 
reason,  the  importation  of  labour  from  the  vast  reservoirs  of  surplus 
labour  in  South  Asia,  even  if  the  region  is  both  geographically  and 
culturally  more  remote,  makes  both  economic  and  geo-political 
sense  for  the  labour-importing  countries  of  Asia. 


An  institutional  model  for  labour  exports  from  South  Asia 

For  facilitating  the  greater  absorption  of  South  Asian  labour,  the 
model  of  West  Asia  and  now  Malaysia  is  obviously  at  hand.  We  need 
to  institutionalize  such  labour  flows  which  will  have  to  be  placed  on 
a  strictly  contractual  basis  for  a  finite  period  of  time.  This  arrange¬ 
ment  can  be  formalized  at  an  inter-governmental  level  which  can 
commission  East  and  South  East  Asian  states  to  identify  the  pros¬ 
pective  demand  for  such  institutionalized  labour  flows.  The  labour¬ 
importing  countries  of  East  Asia  can  indeed  collaborate  with  South 
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Asia  in  programmes  of  skill  development  designed  to  service 
emerging  gaps  in  their  labour  market.  They  can  invest  in  language 
schools  and  cultural  exchanges  to  make  for  easier  assimilation  of 
such  immigrant  labour  into  their  society,  albeit  on  a  temporary  basis. 

However,  the  most  significant  possibilities  still  exist  for  East  Asia 
to  vacate  market  space  for  South  Asian  product  exports  by  retiring 
their  labour-intensive  industries  or  relocating  them  in  South  Asia  to 
service  both  East  Asian  and  global  markets.  This  is  a  more  efficient, 
politically  easier  and  thus  a  more  optimal  arrangement  to  generate 
employment  for  the  South  Asian  labour  force.  However,  such  efforts 
in  industrial  restructuring  will  still  need  to  be  supplemented  by 
planning  to  meet  the  labour  needs  of  the  East  Asian  market  largely 
from  South  Asia. 

The  situation  in  Europe  and  North  America  is,  however,  likely  to 
be  far  more  contentious  for  the  export  of  labour  services  from  South 
Asia.  Unlike  West  Asia  which  has  served  as  a  natural  magnet  for 
South  Asia's  surplus  labour,  Europe  continues  to  draw  upon  North 
African,  Turkish  and  now  East  and  South  European  labour.  The 
United  States,  in  contrast,  is  host  to  a  large  flow  of  labour  from  south 
of  its  border.  Furthermore,  the  sluggishness  of  the  North  Atlantic 
economies  coupled  with  the  trend  towards  jobless  growth,  has  made 
the  local  climate  for  racially  distinct  labour,  particularly  from  South 
Asia  and  North  Africa,  much  more  hostile.  The  answer  to  this  is  to 
further  open  up  markets  so  that  South  Asian  labour  can  be  absorbed 
at  home,  exporting  a  greater  volume  of  labour-intensive  manu¬ 
factures  to  Europe  and  North  America.  However  there  will  still  be 
significant  gaps  at  the  lower  end  of  the  market,  as  in  East  Asia,  which 
can  best  be  filled,  at  least  from  the  South  Asian  side,  through  more 
institutionalized  arrangements  for  labour  exports. 


Opening  up  market  opportunities  for  South  Asia  in  the 
DMEs  through  free  trade  in  services 

This  suggests  the  advantage  to  South  Asia  of  opening  up  the  issue  of 
trade  in  services,  as  defined  in  the  Uruguay  Round,  to  include 
institutionalized  labour  exports.  The  Uruguay  Round  has  opened  up 
greater  opportunities  for  developed  countries  to  set  up  banks  and 
insurance  companies  in  the  Third  World.  South  Asian  firms  should 
similarly  be  given  the  right  to  contract  for  providing  specific  labour 
services  such  as  street  cleaning  or  staffing  hospitals  and  hotels  in  the 
DMEs  through  a  process  of  open  international  competitive  bidding 
where  the  supplier  commits  to  provide  a  particular  service  at  a 
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particular  fee  for  a  particular  time.  To  perform  this  service  the 
contractors  should  be  permitted  to  bring  in  their  own  equipment 
and  labour  and  be  responsible  for  compensation  of  their  labour.  This 
should,  of  course,  ensure  that  such  workers  are  guaranteed  human 
rights,  basic  subsistence  and  health  care,  but  does  not  mean  they 
have  to  be  paid  the  minimum  wage  prevailing  in  the  local  market. 
Under  this  arrangement  South  Asian  firms  bidding  to  provide  ser¬ 
vices  in  the  DMEs  will  set  their  own  wage  rates,  which  will  be  more 
proximate  to  rates  for  South  Asians  working  in  West  Asia,  which  can 
be  paid  by  the  South  Asian  service  contractor.  Such  labour  will  have 
to  be  returned  home  to  South  Asia  once  the  contract  is  completed. 

The  principle  of  meeting  European  service  needs  at  costs  closer  to 
South  Asian  scales  is  consistent  with  the  notion  that  South  Asia  has 
a  comparative  advantage  to  provide  such  services  based  on  its  low- 
wage  costs,  and  should  be  permitted  to  use  its  advantage  in  service 
exports  as  it  does  in  garment  exports.  This  arrangement  will  reduce 
the  social  hazards  attendant  on  assimilating  permanent  migrants 
and  eventually  their  families  from  more  remote  regions  such  as 
South  Asia,  and  may  thus  be  more  acceptable  to  labour-importing 
DMEs.  This,  however,  does  not  deal  with  the  hazards  of  job  loss  for 
higher-wage  local  workers  in  the  DME  labour-importing  country. 
The  presumption  again  is  that  there  is  a  range  of  work  from  which 
the  local  labour  force  has  withdrawn  which  is  currently  being  met 
by  a  more  casualized  work  force  of  illegal  immigrants  and  through 
technological  change.  However  the  socio-economics  of  accommo¬ 
dating  service  exports  from  South  Asia  will  need  to  be  examined  in 
the  specific  context  of  particular  labour  importing  countries.  If  such 
an  institutionalized  facility  is  put  in  place,  the  compulsion  for  large 
numbers  of  illegal  immigrants  from  South  Asia  breaking  into  closed 
frontiers  in  Europe  may  ease.  This  should  provide  for  a  more  con¬ 
genial  pattern  of  race  relations  in  these  countries. 

There  is  no  scope  to  discuss  the  dimensions  and  complications  of 
free  and  legitimized  trade  in  labour  within  South  Asia  itself.  The 
extent  of  these  flows,  particularly  from  the  less  to  the  more  developed 
countries  within  the  region,  is  reaching  extraordinary  proportions. 
They  have  the  potential  to  change  the  macro-economic  parameters 
of  the  region  and  incite  dangerous  domestic  strife  which  could 
aggravate  inter-country  tensions.  The  sooner  the  issue  is  objectively 
studied  and  the  socio-economic  and  security  dimension  discussed 
with  the  South  Asian  community,  the  more  productive  it  will  be  both 
for  regional  development  and  harmony. 

Labour  services  exports  should  have  been  put  at  the  centre  of  the 
discussion  to  include  services  within  the  terms  of  reference  of  the 
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Uruguay  Round.  The  participating  countries'  failure  to  obtain  such  a 
concession  has  exposed  the  global  trading  system  to  severe  dis¬ 
tortions,  penalizing  such  regions  as  South  Asia.  The  exclusion  of 
labour  services  makes  no  economic  sense,  particularly  where 
impediments  to  commodity  trade  are  increasing.  Rather  than  force 
such  labour  flows  into  illegal  channels.  South  Asian  governments 
should  re-open  this  issue  at  the  Social  Summit  in  Copenhagen  in 
1995  and  also  get  it  on  the  agenda  of  the  new  WTO.  They  should  use 
these  fora  to  work  out  ground  rules  for  accommodating  South  Asia 
labour-service  exports  under  institutionalized  contracts  with  the 
DMEs. 

In  the  new  and  now  completely  integrated  global  village  the  world 
has  become  the  marketplace  for  South  Asia.  By  fair  means  or  foul, 
the  increasingly  educated  rural  poor  from  the  most  remote  regions 
of  India,  Pakistan,  Nepal,  Sri  Lanka  and  Bangladesh  are  making  for, 
and  in  increasing  number  will  reach,  every  comer  of  the  world 
where  they  perceive  better  employment  opportunities  will  be  on 
offer  to  them  than  are  available  at  home.  This  process  can  be  carried 
on  at  high  social  and  political  cost  or  it  can  be  accommodated  within 
a  more  rational  trading  system  as  part  of  a  more  sensible  and 
humane  global  economic  order. 


-  PART  II  - 


Labour  Market  Policies: 
Country  Case  Studies  - 
Successes  and  Failures 
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Changes  in  the  Japanese  Labour  Market: 
Population  Ageing 
and  Technological  Progress 

-NAOHIRO  YASHIRO- 


Japan  has  been  considered  a  model  country  for  the  successful  intro¬ 
duction  of  technological  innovation  and  the  achievement  of  a  high 
rate  of  employment  in  the  post-war  period.  Labour  productivity  in¬ 
creased  by  an  average  3  per  cent  between  1970  and  1993,  falling  from 
a  high  level  of  8  per  cent  attained  in  the  1950-70  period.  Moreover, 
the  unemployment  rate  has  remained  at  2  per  cent,  even  in  the  present 
deepest  recession  of  the  last  several  decades.  There  are,  however, 
signs  that  this  Japanese  model  may  lose  its  relevance  with  changes 
in  the  economic  environment,  particularly  the  rapidly  ageing  of  the 
population.  Whether  the  Japanese  model  is  sustainable  and/or 
applicable  to  other  countries  are  major  questions  in  the  1990s. 

The  successful  labour  market  performance  of  Japan  has  been 
closely  related  to  such  labour  market  practices  as  the  implicit  contracts 
between  Japanese  firms  and  their  employees,  ensuring  long-term 
employment  and  a  seniority-based  wage  structure.  These  employ¬ 
ment  practices  allow  a  more  intensive  regime  of  intra-firm  training, 
a  major  source  of  improved  labour  productivity. 

Another  important  characteristic  of  the  Japanese  labour  market  is 
an  enterprise-based  labour  union,  which  encourages  profit  sharing 
between  firms  and  the  employees.  An  example  is  flexibility  in  wage 
determination  over  the  business  cycle,  with  a  large  share  of  bonus 
payments  in  annual  wages  which  reflect  firm  profits.  This  profit- 
sharing  mechanism  is  effective  in  recession  periods  when  Japanese 
firms  refrain  from  laying  off  employees  in  return  for  the  labour 
union's  acceptance  of  falling  real  wages. 

With  the  implicit  long-term  employment  contract  in  Japan, 
employees  can  be  more  open  to  the  introduction  of  new  labour- 
saving  technologies  in  the  firm  without  the  risk  of  being  laid  off.  The 
effects  of  technological  progress  are  particularly  important  in  the 
service  sector,  where  labour  productivity  has  been  low  compared 
with  the  manufacturing  sector.  There  is  the  risk  of  mismatch  for 
older  workers,  however,  particularly  those  in  white-collar  jobs  whose 
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skills  have  become  obsolete  in  this  computer  age  but  who  continue 
to  have  high  wages. 

The  Japanese  labour  market  is  now  going  through  severe  structural 
changes  with  the  rapidly  ageing  population.  Slower  growth  of  the 
labour  force  in  the  1990s  and  its  eventual  contraction  beyond  the 
year  2000  will  exert  significant  pressure  in  the  labour  market,  where 
abundant  labour  had  been  supplied  for  a  long  time.  In  addition,  the 
ageing  of  the  labour  force  will  make  it  more  difficult  for  Japanese 
firms  to  maintain  the  seniority -based  promotion  and  wage  structure. 

The  life  expectancy  of  the  Japanese  is  likely  to  grow  further  from 
the  current  level,  which  is  already  the  highest  of  the  OECD  countries. 
There  are  also  signs  of  a  reversal  of  the  trend  towards  early  retire¬ 
ment.  How  to  provide  jobs  for  older  workers  who  are  more  prone  to 
unemployment  will  be  a  major  policy  issue  in  the  coming  years. 
Other  policy  objectives  are  maintaining  the  flexibility  of  the  labour 
market  and  improving  labour  productivity  in  the  service  sector. 

This  chapter  first  gives  an  overview  of  the  major  characteristic  of 
the  Japanese  labour  market  and  its  institutions  and  practices.  This  is 
followed  by  discussions  of  population  ageing  and  technological 
progress,  two  major  factors  that  influence  the  labour  market.  As 
Japan  attempts  to  restructure  its  technology  and  adjust  its  employ¬ 
ment  pattern,  policies  are  needed  to  cope  with  these  structural 
changes  and  to  steer  the  market  in  the  right  direction.  Reducing 
labour  supply  provides  us  with  a  good  opportunity  for  a  more 
efficient  utilization  of  labour,  particularly  in  the  case  of  Japan  which 
has  been  accustomed  to  an  abundant  labour  supply. 


Labour  market  performance 


HIGH  RATE  OF  LABOUR  PRODUCTIVITY  GROWTH 

Japan's  economic  growth  in  the  post-war  period  has  been  par¬ 
ticularly  high  compared  with  that  of  other  OECD  countries.  Japan's 
GDP  in  dollars  was  about  20  per  cent  of  the  United  States  in  1970,  but 
grew  to  66  per  cent  by  1993.  Moreover,  Japan's  per  capita  GDP 
already  exceeded  that  of  the  US  by  37  per  cent  in  1993.1  The  rapid 
achievement  by  Japan's  economy  of  parity  with  the  US  has  been  the 
result  of  Japan's  high  productivity  growth,  which  was  mainly  led  by 
technological  progress.  This  was  in  contrast  to  that  of  the  United 
States,  whose  economic  growth  was  mainly  led  by  labour  force 
growth  (Figure  7.1). 

This  difference  has  been  the  result  of  a  contrasting  pattern  of 
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FIGURE  7.1 

Economic  performance  of  major  OECD  countries  (average  1970-93) 


Source:  OECD,  Main  Economic  Indicators. 


business  investment:  the  ratios  of  aggregate  investment  to  GDP  of 
Japan  and  the  United  States,  on  average,  in  the  years  1980-93  were 
16  per  cent  and  10  per  cent  respectively.  Japan's  high  investment  has 
continuously  increased  the  capital-labour  ratio,  thereby  raising 
labour  productivity. 

LOW  LEVELS  OF  UNEMPLOYMENT 

One  of  the  major  characteristics  of  Japan's  economy  has  been  its  low 
and  stable  rate  of  unemployment.  Japan's  average  unemployment 
rate  during  the  1970s  was  1.7  per  cent,  compared  with  the  OECD 
average  of  5  per  cent.  Not  only  has  the  unemployment  rate  been  kept 
low,  but  also  virtually  stable  over  business  fluctuations,  even  when 
subject  to  major  external  shocks  such  as  the  two  oil  price  hikes  in  the 
1970s  and  the  substantial  yen  appreciation  in  the  mid-1980s.  The  gap 
in  unemployment  rates  between  Japan  and  the  OECD  average  has 
further  widened  in  the  1980s;  the  rates  are  2.5  per  cent  and  close  to 
10  per  cent,  respectively. 

A  major  reason  for  Japan's  relatively  low  levels  of  unemployment 
is  obviously  its  high  rate  of  economic  growth,  which  continuously 
stimulates  demand  for  labour.  However,  this  macro-economic  factor 
alone  is  not  a  sufficient  condition  for  low  unemployment.  Although 
the  average  growth  rate  halved  to  5  per  cent  in  the  years  after  the  first 
oil  shock  (1974-9)  compared  with  the  period  before  (1960-73),  the 
average  rate  of  unemployment  rose  only  modestly  from  1.7  per  cent 
in  the  first  period  to  2.5  per  cent  in  the  second  period.  This  is  in  marked 
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contrast  to  the  doubling  of  unemployment  rates  in  other  OECD 
countries,  suggesting  that  micro-economic  factors  and  industrial 
relations  affecting  wage  determination  are  important  for  explaining 
Japanese  labour  market  performances  as  well. 

The  unemployment  of  young  people  is  a  much  smaller  problem 
in  Japan  (Figure  7.2).  While  the  youth  unemployment  rate  (15-24 
years  of  age)  is  much  higher  than  the  overall  average  due  to  'frictional' 
high  labour  turnover,  it  is  still  lower  than  that  in  other  major  industrial 
countries.  Moreover,  this  age  group  accounts  for  only  a  quarter  of 
the  total  unemployed,  compared  with  40  per  cent  in  Europe.  This 
relatively  lower  incidence  of  youth  unemployment  is  closely  related 
to  the  steep  age-wage  profile  in  the  Japanese  labour  market, 
stimulating  demand  for  a  young  labour  force  which  is  relatively 
cheap,  even  when  its  lack  of  work  experience  is  accounted  for. 

On  the  other  hand,  the  relatively  high  rate  of  unemployment  of 
older  workers  has  been  a  serious  problem.  The  unemployment  rate 
for  those  between  60  and  64  years  of  age  was  5.1  per  cent  in  1992, 
compared  with  the  overall  average  of  2.1  per  cent.  A  major  factor 
behind  the  relatively  high  unemployment  rate  of  older  workers 
(who  are  expected  to  be  more  skilled)  is  the  mandatory  retirement 
practice  of  major  Japanese  firms,  whose  workers  are  forced  to  retire 
at  age  60  in  most  cases.  This  mandatory  retirement  age  is  much  lower 
than  in  many  European  countries,  yet  the  average  life  expectancy  of 
the  Japanese  is  the  highest  among  the  OECD  countries  (76  years  for 
men  and  82  years  for  women). 

Consequently,  most  older  workers  remain  in  the  labour  market 
beyond  the  mandatory  retirement  age.  However,  as  the  skills  of  the 
Japanese  worker  are  more  specific  to  a  certain  firm  than  to  an 
occupation,  the  average  productivity  of  the  worker  falls  sharply  as 
she/he  moves  to  another  company,  particularly  at  an  older  age.  Thus, 
there  is  a  mismatch  between  the  demand  and  supply  of  older  workers, 
leaving  130,000  who  are  between  60  and  64  years  unemployed  (16  per 
cent  of  the  total  unemployed). 

UNEMPLOYMENT  COMPENSATION 

Another  factor  explaining  the  relatively  high  rate  and  longer  duration 
of  the  older  workers'  unemployment  is  the  less  stringent  unemploy¬ 
ment  compensation  system.  They  are  eligible  for  unemployment 
benefits  for  up  to  300  days,  which  is  on  average  two  to  three  times 
longer  than  the  case  for  young  workers.2 

The  government  recently  decided  on  a  major  reform  of  the 
unemployment  insurance  scheme  whereby,  in  addition  to  providing 
unemployment  compensation,  the  government  offers  'wage  sub- 


CHANGES  IN  THE  JAPANESE  LABOUR  MARKET 


135 


FIGURE  7.2 


Unemployment  rate,  1993 


Source:  Management  and  Coordination  Agency,  Annual  Report  on  Labour  Force. 


sidies'  to  each  employee  aged  between  60  and  64  years:  the  amount 
is  based  on  the  wages  at  age  60  years.3  This  wage  subsidy  is  expected 
to  encourage  older  workers  to  work,  unlike  unemployment  benefits 
which  are  in  fact  subsidies  to  being  unemployed. 

FLEXIBLE  WAGE  DETERMINATION 

Flexible  wage  determination  also  plays  an  important  role  in  the 
Japanese  labour  market.  Major  components  of  annual  wages  in 
Japan,  which  are  commonly  applied  to  both  white-  and  blue-collar 
workers,  include  those  listed  below. 

1  Monthly  regular  wages ,  which  are  based  on  two  components;  one 
is  the  job-  and  skill-related  wage,  and  the  other  is  based  on  personal 
factors  such  as  the  number  of  dependants  and/or  costs  of  com¬ 
muting.  The  average  monthly  regular  wages  are  annually 
determined,  usually  following  the  Spring  Wage  Settlements,  with 
adjustments  made  by  individual  firms  based  on  their  relative 
profit  positions. 

2  Bonus  payments.  Most  Japanese  firms  pay  bonuses  twice  a  year, 
accounting  for,  on  average,  a  quarter  of  annual  wages.  The 
amount  is  usually  determined  by  taking  monthly  regular  wages 
and  multiplying  by  a  certain  number;  the  number  of  months' 
wages  in  bonuses  is  also  determined  at  the  wage  bargaining. 
Dividing  annual  wages  between  regular  wages  and  bonuses 
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contributes  to  wage  flexibility,  because  bonuses  are  generally 
downwardly  flexible  unlike  regular  wages. 

3  Overtime  payments,  though  accounting  for  less  than  one  tenth  of 
annual  wages,  largely  fluctuate  over  the  business  cycle,  thus 
contributing  to  reducing  a  firm's  wage  costs  in  recession  periods. 
Indeed,  a  certain  number  of  overtime  hours  is  expected  with  a 
normal  level  of  production  in  most  Japanese  firms,  thus  creating 
room  for  reduction  during  recession  periods. 

Such  flexible  wage  determination  is  a  major  factor  behind  the 
relative  employment  stability  in  Japanese  firms,  particularly  larger 
ones,  even  during  recessions.  A  good  example  is  when  the  economy 
entered  its  largest  recession  in  the  1970s  as  a  result  of  the  oil  price 
hike  in  the  1973-5  period.  When  manufacturing  production  fell  by 
14  per  cent,  employment  in  this  sector  decreased  by  only  7  per  cent. 
This  compares  with  cases  in  the  United  States  and  Germany  where 
much  smaller  declines  in  production  were  accompanied  by  much 
larger  contractions  in  employment.  The  relatively  smaller  size  of 
adjustment  in  employment  compared  with  that  in  production  by 
Japanese  firms  also  corresponds  to  the  longer  duration  of  employ¬ 
ment  adjustment  in  the  recovery  phases. 

Overview  of  the  Japanese  employment  system 

While  labour  market  performance  in  Japan  is  widely  regarded  as  quite 
satisfactory,  the  mechanism  underlying  the  results  is  not  necessarily 
well  understood.  The  fixed  nature  of  the  labour  market,  reflected  in 
low  rates  of  labour  turnover  and  the  institutionalized  wage  structure, 
seems  to  be  inconsistent  with  an  efficient  allocation  of  the  labour 
force.  The  so-called  'three  pillars'  of  Japanese  employment  practice 
-  lifetime  employment,  seniority-based  wage  determination,  and 
enterprise-based  labour  unions  -  are  generally  considered  to  be 
opposed  to  competitive  markets  as  described  in  textbooks. 

ECONOMIC  INTERPRETATIONS  OF  JAPANESE  EMPLOYMENT  PRACTICES 
Long-term  employment 

A  typical  understanding  of  lifetime  employment  is  that  a  firm 
recruits  its  workers  from  new  graduates  of  high  schools  or  colleges, 
and  rarely  discharges  them  even  during  recessions.  At  the  same 
time,  workers  themselves  usually  do  not  quit  the  firm  in  which  they 
were  first  employed  until  they  reach  the  age  of  mandatory  retire¬ 
ment.4  While  the  actual  applicability  of  the  practice  differs  widely 
with  the  size  of  firms,  the  average  term  of  a  Japanese  worker's 
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service  to  a  particular  firm  is  generally  longer  than  those  of  workers 
in  other  industrial  countries;  the  average  number  of  years  of 
employment  in  Japan  was  14.4  in  1987,  compared  with  10.0  in  West 
Germany,  9.5  in  France  and  7.2  in  the  United  States.  Also,  the 
proportion  of  long-term  employees  to  total  employees  is  higher  in 
Japanese  firms;  20  per  cent  of  Japanese  employees  have  worked  for 
the  same  firm  for  more  than  20  years,  compared  with  less  than  10  per 
cent  in  the  United  States. 

Seniority-based  wage  structure 

This  lifetime  employment  practice  is  closely  related  to  the  seniority- 
based  job  promotion  and/or  wage  system  within  a  firm.  With  a  given 
level  of  education,  the  employee's  wage  profile  is  based  on  his /her 
years  of  service  to  a  particular  firm  and  in  part  on  age;  the  worker 
with  longer  experience  in  a  particular  firm  generally  has  higher 
wages  than  his/her  colleagues  within  the  same  age  group,  though 
the  age  factor  does  play  a  part  in  the  profiles  of  workers  with  similar 
years  of  experience.  The  economic  interpretation  of  the  seniority- 
based  wage  system  is  that  younger  workers  will  accept  lower  wages 
than  their  productivity  would  dictate;  they  are  'investing'  in  their 
firm-specific  training,  while  older  workers  receive  the  return. 

The  role  that  the  seniority  factor  plays  in  wages  is  more  pertinent 
for  those  who  have  higher  levels  of  education,  are  in  white-collar 
jobs,  and  work  for  larger  firms.5  This  seniority  rule  for  promotion  is 
applied  not  only  to  employees,  but  also  to  management  staff.  In  Japan, 
over  three  quarters  of  executives  are  recruited  from  employees  who 
have  climbed  the  occupational  ladder  within  a  company,  compared 
with  35  per  cent  in  the  United  States.  This  explains  in  part  why  har¬ 
monious  relations  are  maintained  between  management  staff  and  the 
labour  union  in  many  Japanese  firms,  as  employees  do  not  belong  to 
entirely  different  social  classes.  Indeed  one  is  a  goal  of  the  other. 

Enterprise-based  labour  unions 

The  enterprise-based  labour  union  system  and  the  concentration  of 
bargaining  power  at  the  firm  level  are  two  major  characteristics  of 
Japanese  labour  unions.  Contrary  to  the  labour  unions  organized 
across  occupations  or  industries  in  Europe,  about  95  per  cent  of  labour 
unions  in  Japan  are  organized  by  enterprise,  so  that  both  the  white- 
collar  and  blue-collar  workers  from  a  single  firm  are  members  of  the 
same  union.  Major  exceptions  are  found  in  the  transportation  sector; 
for  example,  the  seamen's  union  has,  like  many  of  those  in  Europe, 
a  closed  shop  system,  and  the  labour  unions  of  the  former  Japan 
National  Railways  and  airlines  are  organized  by  occupation. 


138  LABOUR  MARKET  POLICIES:  COUNTRY  CASE  STUDIES 

While  these  individual  enterprise-based  labour  unions  are  orga¬ 
nized  in  industrial  federations  in  their  respective  fields,  and  are 
affiliated  to  a  national  centre,  the  upper  organization  sets  only  general 
guidelines  on  wages  for  the  Spring  Offensive  (Shunto)  and  political 
issues.  Over  a  third  of  all  union  members,  however,  are  not  affiliated 
to  any  federation.  Major  issues  in  industrial  relations  such  as  wages 
and  labour  conditions  are  determined  through  bilateral  negotiations 
between  an  individual  firm  and  its  labour  union. 

ECONOMIC  INCENTIVES  FOR  WORK 

One  of  the  remarkable  features  of  the  Japanese  labour  market  is  the 
high  work  incentive  of  the  workers  reflected  in  a  very  low  level  of 
absenteeism  and  longer  working  hours  by  international  standards. 
The  high  motivation  and  responsibility  of  individual  workers,  par¬ 
ticularly  in  large  firms,  can  be  explained  by  the  mechanisms  which 
determine  how  a  worker's  skills  are  formed  and  how  workers  com¬ 
pete  among  themselves  in  the  firm.  These  are  also  supported  by  a 
profit-sharing  mechanism  between  management  and  employees. 

Skill  formation  within  the  firm 

A  major  difference  between  employment  practices  in  Japan  and 
those  in  other  major  OECD  countries  lies  in  the  way  the  skills  of  the 
workers  are  formed  within  the  firm.  The  wide  range  of  job  rotation 
is  generally  intended  to  produce  multi-skilled  workers,  who  are 
more  productive  than  single-skilled  workers,  and  to  make  the  internal 
allocation  of  labour  more  efficient.  Not  only  blue-collar  but  white- 
collar  workers  who  have  experience  in  both  planning  and  sales 
positions  are  generally  more  qualified  for  developing  new  ideas 
than  those  who  have  knowledge  of  only  one  position.  Also,  a  large 
stock  of  multi-skilled  workers  will  make  internal  reallocation  of 
labour  over  the  business  cycle  easier;  it  is  generally  the  case  that  the 
labour  force  is  shifted  from  production  to  sales  in  recession  periods. 
As  already  mentioned  above,  the  system  of  enterprise-based  labour 
unions  also  supports  the  flexible  allocation  of  resources. 

The  multi-skilled  nature  of  Japanese  workers  is  a  product  of  how 
a  worker's  skills  are  formed  in  Japanese  firms. 

1  A  majority  of  the  skills  of  Japanese  workers  -  both  white-collar 
and  blue-collar  -  are  formed  within  the  firm.  While  formal  off- 
the-job  training  is  common  in  Japanese  firms,  it  is,  in  general, 
short  in  duration,  and  concentrated  at  the  beginning  of  employees' 
careers.  What  is  more  important  is  the  training  a  worker 
continuously  receives  on  an  on-the-job  basis.  The  senior  worker 
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in  the  same  division  of  a  firm  is  usually  responsible  for  training 
his  junior  fellows,  and  by  doing  so  he  can  be  excused  from  jobs 
that  require  less  skill.  As  seniority  is  highly  respected  in  the 
Japanese  firm,  training  newcomers  does  not  risk  one's  own 
position  at  all,  unlike  the  case  in  many  European  countries  where 
junior  workers  are  potential  competitors  with  senior  workers. 

2  On-the-job  training  becomes  more  effective  when  combined  with 
frequent  job  rotations,  which  in  general  occur  at  intervals  of  2  to 
5  years.  Tire  on-the-job  skill  formation  process  can  be  described  as 
an  'envelope  curve'  or  a  sequence  of  learning  curves.  For  a  specific 
job,  the  skill  level  will  reach  its  peak  after  a  few  years'  experience, 
and  stays  at  the  same  level  thereafter;  the  length  of  the  period  one 
needs  for  skill  maturity  naturally  depends  upon  the  difficulty  of 
the  job.  Thus,  by  moving  from  one  job  to  another  after  reaching 
skill  maturity,  long-term  formation  of  skills  can  be  more  extensive. 
Enterprise-based  labour  unions  also  help  to  sustain  this  system  of 
job  rotations,  which  is  not  possible  for  occupation-based  unions. 

3  The  skills  formed  within  a  firm  are  in  principle  rewarded  by 
higher  wages,  though  not  necessarily  in  exact  proportion  to  their 
productivity.  This  is  also  reflected  in  wage  differentials  between 
Japan's  college  and  high-school  graduates,  which  are  minimal  at 
the  time  of  entry  to  the  firm,  but  grow  over  the  employee's  lifetime, 
which  is  contrary  to  the  constant  wage  difference  between  the  two 
groups  in  US  firms. 

Job  rotations  can  have  other  benefits  than  just  forming  skills.  To 
begin  with,  for  the  employer,  they  serve  as  a  method  for  on-the-job 
screening  of  a  worker's  innate  ability.  The  true  ability  of  a  worker 
can  only  be  determined  when  he  is  actually  assigned  to  a  particular 
job,  and  thus  it  can  otherwise  be  very  costly  to  obtain  this  kind  of 
information.  By  assigning  an  employee  to  various  types  of  jobs,  he 
or  she  is  screened  by  many  supervisors,  and  these  results  are  more 
important  than  mere  records  of  achievement  on  paper.  Another 
benefit,  this  time  for  the  worker,  is  the  wide  experience  gathered  in 
different  types  of  jobs  within  a  firm.  One  can  see  a  variety  of  the 
activities  of  a  firm  from  different  aspects:  for  example,  sales, 
financing,  and  production.  By  doing  so,  a  worker  can  gain  an  overall 
view  of  the  company's  activities,  and  work  better  as  a  coordinator 
between  the  different  interests  of  various  sections.  Both  of  these  are 
important  aspects  for  the  company,  particularly  with  respect  to  the 
traditional  policy  of  recruiting  management  staff  from  the  employees. 
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COMPETITION  BETWEEN  WORKERS 

One  of  the  important  questions  in  Japanese  employment  practices  is 
how  the  employees'  work  incentive  is  maintained.  Under  conditions 
of  employment  security  and  nearly  automatic  wage  increases,  free 
riders  may  try  to  benefit  from  others'  contributions  to  the  firm.  While 
cultural  homogeneity  and  a  relatively  even  distribution  of  incomes 
contribute  to  alleviating  this  problem  through  the  social  enforce¬ 
ment  of  diligence  among  employees,  economic  factors  also  work  in 
the  following  way  to  maintain  competition  between  the  workers. 

First,  even  though  there  is  little  room  for  wage  competition  in 
Japanese  firms,  there  is  severe  'job  competition'  between  the  workers. 
There  are  always  'good'  jobs  and  'bad'  jobs  which  are  easy  to  find  in 
every  company,  at  least  by  members  of  the  firm.  A  good  post  is  of 
more  value  to  the  company,  and  thus  provides  a  better  chance  for 
on-the-job  training  not  available  elsewhere.  On  the  contrary,  a  bad 
post  is  one  which  is  less  educational  and  less  recognized  by  others. 
There  is  obviously  a  virtuous  circle  between  the  ability  of  a  worker 
and  the  position  he  holds;  someone  who  gets  a  relatively  better  post 
in  the  beginning  of  tiis/her  working  career  has  a  better  chance  of 
getting  a  superior  one  in  the  future,  mainly  because  his/her  product¬ 
ivity  has  improved,  and  he/she  has  a  better  chance  to  prove  his/her 
ability. 

Second,  while  wage  increases  are  more  or  less  automatic  under 
the  seniority-based  wage  structure,  the  wage  gap  between  workers 
with  the  same  seniority  grows  over  time  and  is  larger  for  workers 
with  higher  levels  of  education  and  those  in  large  firms.  The  wage 
gap  between  workers  with  the  same  seniority  reflects  their  labour 
productivity  gap,  arising  partly  from  differences  in  the  accumulation 
of  on-the-job  training. 

Finally,  a  major  difference  in  earnings  comes  at  the  time  of  man¬ 
datory  retirement  which  is  in  most  cases  between  60  and  65  years  of 
age,  when  wage  differences  are  by  far  the  greatest.  The  time  for 
ending  employment  security  has  been  agreed  upon  previously 
between  a  firm  and  the  labour  union,  and  plays  the  role  of  re¬ 
shuffling  workers  who  are  kept  under  employment  security.  Those 
who  are  considered  superior  may  have  the  chance  to  be  promoted  to 
management  of  the  company  or  one  of  its  subsidiaries.  Those  who 
are  average  receive  a  lump-sum  payment  and  retire  from  the  firm, 
finding  a  job  in  other  companies  which  are  usually  smaller  and  offer 
less  pay.  There  are  also  those  who  cannot  find  a  job,  and  are  forced 
to  withdraw  from  the  labour  market.  In  this  way,  retirement  from  a 
firm  and  from  tire  labour  market  is  an  entirely  different  matter  in 
Japan. 
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Effects  of  technological  progress  on  the  labour  market 

Micro-electronics  has  been  one  of  the  most  important  technological 
advances  since  the  1960s  affecting  both  quantity  and  quality  of  the 
employment.6  Japanese  companies  have  been  eager  to  adapt  micro¬ 
electronics,  like  other  technologies,  for  the  purpose  of  labour  saving; 
indeed,  Japan  has  the  largest  population  of  industrial  robots  in 
OECD  countries.7  However,  the  micro-electronic  revolution  has  not 
resulted  in  overt  unemployment  problems  in  post-war  Japanese 
development,  mainly  because  its  demand  effect  has  more  than  offset 
the  substitution  effect.  The  effect  on  employment,  however,  varies 
between  different  qualities  of  workers,  for  example,  blue-collar  and 
white-collar  jobs,  men  and  women,  and  young  and  old  workers. 

EFFECTS  ON  OVERALL  EMPLOYMENT 

The  extent  of  the  impacts  of  technological  progress  on  employment 
depends  on  its  demand  and  substitution  effect.  First,  when  micro¬ 
electronic  products  are  introduced  in  a  factory  or  an  office,  labour 
productivity  will  naturally  increase;  these  labour-saving  effects, 
other  things  being  equal,  would  result  in  lower  employment.  Indeed, 
a  tendency  across  various  Japanese  industries  is  that  the  more  micro¬ 
electronics  are  introduced,  the  greater  the  increase  in  labour 
productivity,  thereby  decreasing  the  demand  for  labour. 

This  labour-saving  effect  of  micro-electronics,  however,  has  been 
more  than  offset  by  the  demand  effect. 

1  First,  real  wage  increases  derived  from  enhanced  labour  product¬ 
ivity  associated  with  the  micro-electronic  revolution  have  expand¬ 
ed  domestic  demand.  This  increase  in  domestic  market  size  has 
been  a  major  factor  in  the  expansion  of  employment,  offsetting  the 
effect  of  the  substitution  of  labour  by  capital.8 

2  Second,  micro-electronics  introduce  various  new  high-tech 
products,  including  computers,  semi-conductors  and  so  on,  which 
create  good  employment  opportunities  with  large  spill-over 
effects  in  other  industries.  For  example,  research  and  development 
(R&D)  is  a  growing  service  sector  in  a  large  company  absorbing 
new  employment.  In  addition,  the  use  of  computers  requires 
associated  business  services  such  as  software  and  data  processing. 
Employment  in  information  services  more  than  doubled  during 
the  1980s. 

3  Third,  process  innovation  leads  to  falling  prices  and/or  improve¬ 
ment  in  the  quality  of  existing  products,  thereby  stimulating  the 
demand  for  goods  and  for  employment  in  that  sector.  This  effect 
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is  most  prominent  in  the  electronics  industry  which  provides 
other  manufacturing  sectors  with  various  intermediate  products, 
offsetting  the  large  substitution  effect  (Table  7.1). 


TABLE  7.1 

Factors  contributing  to  employment  growth,  1980-5  (%) 


Employment 

Labour 

productivity 

Final 

demand 

Intermediate 

demand 

Interaction 

term 

Total  industry 

10 

-16 

12 

15 

-2 

of  which: 

General 

1 

-64 

25 

30 

10 

Electronics 

1 

-108 

65 

46 

-1 

Transport 

6 

-36 

28 

16 

-2 

Precious 

13 

-88 

83 

29 

-11 

Source:  Ministry  of  Labour,  White  Paper  on  Labour,  1985 


FACTORY  AND  OFFICE  AUTOMATION 

The  overall  effects  on  employment,  however,  vary  by  sector  and  occu¬ 
pation.  Effects  of  the  introduction  of  micro-electronics  on  employment 
differ  between  blue-collar  and  white-collar  workers.  Factory  auto¬ 
mation  has  been  developing  in  the  Japanese  manufacturing  sector 
since  the  1960s.  Labour  unions  are  generally  open  to  the  introduction 
of  labour-saving  technologies,  with  few  qualifications.9 

Japanese  firms  have  had  positive  attitudes  towards  implementing 
factory  automation,  as  indicated  by  the  fact  that  Japan's  production 
and  the  rate  of  use  of  industrial  robots  have  been  among  the  highest 
in  the  OECD  countries.  The  main  attraction  of  using  industrial 
robots  is  not  necessarily  that  they  reduce  wage  costs,  but  that  they 
also  maintain  the  quality  of  products,  help  to  avoid  injuries  on  the 
job  and  do  much  of  the  dirty  work,  thereby  contributing  to  the 
interests  of  the  workers,  too. 

One  of  the  consequences  of  the  introduction  of  factory  automation 
and  other  labour-saving  devices  is  the  increase  in  female  production 
workers,  replacing  male  workers.  This  reflects  the  substitutability 
between  skilled  male  labour  on  one  hand,  and  a  combination  of 
unskilled  female  labour  and  capital  on  the  other.  However,  this  does 
not  necessarily  result  in  an  increase  in  the  unemployment  of  male 
workers,  who  have  been  shifted  to  white-collar  and  sales  jobs. 

In  the  white-collar  jobs,  office  automation  has  more  significant 
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effects.  The  introduction  of  office  automation  tends  to  compart¬ 
mentalize  office  work.  This  is  precisely  like  the  case  when  the  type¬ 
writer  was  first  introduced  in  the  1870s,  leading  to  occupational 
segregation  between  those  who  provide  data  and  those  who  make 
judgements  based  on  the  collected  data.  At  the  same  time,  routine 
office  jobs  are  subsequently  replaced  by  more  qualified  office  auto¬ 
mation  devices,  shifting  workers  from  clerical  to  sales  jobs.  This  is 
most  obvious  in  the  finance  and  insurance  industries  where  the 
introduction  of  automatic  cash  dispensers  has  replaced  manual 
work. 

MOBILITY  WITHIN  THE  FIRM 

In  Japan,  there  is  much  intra-firm  mobility,  often  accompanying 
occupational  shifts.  The  Japanese  labour  practice  of  an  implicit  long¬ 
term  employment  contract  in  effect  deprives  the  worker  of  the  choice 
of  the  job.  Workers  replaced  by  the  introduction  of  new  technologies 
are  shifted  to  other  jobs  within  the  company  or  the  company  group. 
The  enterprise-based  labour  union,  to  which  the  majority  of  Japan¬ 
ese  workers  belong,  has  helped  displaced  workers  adjust  to  their 
new  posts.10  Thus,  there  is  great  flexibility  in  the  intra-firm  job 
market,  compared  with  many  European  countries  where  labour 
unions  are  organized  by  occupation,  making  it  more  difficult  for  a 
worker  to  shift  from  one  job  to  another  across  different  occupations. 

However,  this  flexibility  of  manpower  adjustment  is  not  achieved 
without  costs  to  Japanese  employees.  Job  shifting  not  only  forces 
workers  to  move  to  unfamiliar  jobs,  but  often  to  other  cities  with  or 
without  their  families.11  Thus,  Japanese  workers  do  indeed  share  the 
costs  of  avoiding  technological  unemployment. 

EFFECTS  ON  OLDER  WORKERS 

Widespread  use  of  office  automation  devices  has  brought  about  a 
computer  illiteracy  problem  with  the  consequence  that  those  who 
have  not  adapted  to  office  automation  are  de  facto  excluded  from 
communication  in  the  office.  There  is  a  generation  gap  concerning 
the  adaptability  of  a  worker  to  micro-electronics.  The  substitution  of 
office  automation  for  labour  is  particularly  hard  for  older  workers 
whose  investment  in  human  capital  is  based  on  past  technologies.  A 
survey  of  the  use  of  office  automation  indicates  that  the  ratio  of  office 
workers  aged  40  and  over  using  office  automation  devices  is  30  per 
cent  of  the  total,  compared  with  50  per  cent  on  average.12 

On  the  other  hand,  the  more  office  automation  devices  are  used, 
the  more  training  for  office  workers  becomes  standardized  to 
include  office  automation  training.  This  is  in  a  sense  a  beneficial 
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condition  for  women  who  prefer  good  part-time  job  opportunities. 
Also,  most  of  the  older  workers  are  not  unskilled,  but  have  'total' 
skills  which  are  complementary  elements  with  micro-electronics. 
The  more  office  automation  experience  older  workers  have,  the 
larger  the  positive  effects  on  their  employment. 


Population  ageing  and  its  consequences 

MAJOR  CHARACTERISTICS  OF  JAPAN'S  POPULATION  AGEING 
While  a  remarkable  rise  in  the  share  of  the  elderly  in  the  total 
population  is  common  to  developed  nations,  the  most  striking 
feature  of  Japan's  population  ageing  is  the  rapid  rate  at  which  the 
process  is  occurring.  This  is  closely  related  to  Japan's  rapid  economic 
development  in  the  post-war  period. 

The  economic  impact  of  population  ageing  is  twofold:  first,  a  con¬ 
traction  in  labour  force  beyond  the  year  2000,  with  the  productive- 
age  population  starting  to  decline  from  1995;  second,  the  higher  ratio 
of  the  elderly  in  the  total  population,  rising  from  the  current  12  per 
cent  to  25  per  cent  in  2020  (Table  7.2).  Major  factors  behind  rapid 
population  ageing  are  the  falling  fertility  rate  and  the  extension  of 
life  expectancy. 


TABLE  7.2 

Projections  of  Japan's  population  (millions) 


Population 

Rate  of  increase 

pa- 

1990 

2000 

2010 

2020 

2000/1990 

2010/2000 

2020/2010 

Total  population 

124 

127 

129 

127 

0.3 

0.2 

-0.2 

Population  15-64 

86 

86 

81 

75 

0 

-0.6 

-0.7 

Labour  force 

Ratio  of  elderly  to 

64 

67 

66 

61 

0.6 

-0.2 

-0.7 

total  population  (%) 

12 

17 

21 

25 

— 

— 

— 

Source:  Economic  Planning  Agency,  Japan  in  the  Economy  2010. 


Falling  fertility  rate 

Japan's  fertility  rate  fell  sharply  from  4.5  in  1947,  at  the  time  of  the 
post-war  baby  boom,  to  2.1,  the  rate  required  to  reproduce  the 
population  in  the  1960s,  and  declined  further  to  1.5  in  1992.  This 
decrease  in  the  fertility  rate  in  the  first  period  was  mainly  due  to  a 
decline  in  the  average  number  of  children  in  the  family,  arising 
from  a  continuous  shift  of  the  industrial  structure  away  from  the 
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agricultural  to  the  service  sector,  and  the  migration  of  the  population 
from  rural  to  urban  areas. 

On  the  other  hand,  the  falling  rate  in  the  second  period  was 
mainly  due  to  the  extension  of  the  average  age  of  first  marriages  for 
women,  which  is  now  26  years,  the  second  highest  in  the  world  after 
Sweden.  A  rising  enrolment  of  women  in  colleges  and  improving  job 
opportunities  are  the  major  factors  behind  this.  While  falling  fertility 
rates  in  other  countries  seem  to  have  stabilized  recently,  or  even 
recovered  significantly,  there  is  no  indication  that  Japan's  fertility 
rate  will  stop  falling. 

Extension  of  life  expectancy 

Average  life  expectancy  increased  greatly  from  50  years  in  1947  to  76 
years  in  1992  for  males  and  from  54  years  to  82  years  for  females,  the 
highest  level  among  developed  countries.  Initially,  this  was  due 
mainly  to  the  sharp  decline  in  the  infant  mortality  rate,  thanks  to  the 
improvement  of  nutrition  and  sanitary  standards;  gradually,  the 
amelioration  of  medical  services  for  the  elderly  also  significantly 
increased  life  expectancy  at  retirement  age  and  beyond.  Both  reflect 
a  rapid  increase  in  incomes  and  medical  services  as  well  as  their 
improved  distribution  in  the  post-war  period. 

Dependence  ratio 

In  the  early  phase  of  the  population  ageing  process,  the  falling 
population  share  of  the  young  more  than  offsets  the  rising  elderly 
population  ratio,  lowering  the  total  dependence  ratio,  defined  as  the 
ratio  of  the  sum  of  the  population  below  15  years  and  above  65  years 
to  the  working-age  population .  While  Japan  currently  has  the  lowest 
total  dependence  ratio  among  the  major  OECD  countries,  the  ratio 
is  projected  to  rise  continuously  towards  the  twenty-first  century, 
with  the  young  dependence  ratio  bottoming  out  and  the  aged 
dependence  ratio  more  than  doubling  in  the  coming  three  decades 
(Figure  7.3). 

INCREASING  LABOUR  FORCE  PARTICIPATION  OF  THE  ELDERLY 
While  the  tendency  towards  early  retirement  seems  still  to  be  promi¬ 
nent  in  many  European  countries,  this  would  incur  large  costs  to  the 
economy,  even  taking  account  of  the  favourable  effect  of  a  reduction 
in  unemployment.  In  Japan,  however,  there  are  signs  recently  that 
the  elderly  are  increasing  their  labour  force  participation  ratio  in 
every  age  group  (Figure  7.4).13  In  fact,  there  is  only  a  minor  drop  in 
the  participation  ratio  at  age  60  years,  which  is  the  normal  mandatory 
retirement  age,14  and  after  that  age  the  ratio  declines  only  gradually. 
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FIGURE  7.3 

Comparison  of  dependence  ratios,  1965-2025 


Total  dependence  ratios 


Japan  - O - USA  - Germany - France  - Sweden 


Source:  E.  Bos  et  al.  World  Population  Projections;  Ministry  of  Health  and  Welfare,  Population  Projects 
for  japan. 


FIGURE  7.4 

Labour  force  participation  of  the  elderly  in  Japan 


Source :  Ministry  of  Labour,  Survey  on  the  Labour  Force  Participation  of  the  Elderly. 
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There  is  a  possibility  that  this  labour  force  participation  of  the 
elderly  will  continue  to  rise  because  of  the  following  factors:  first,  life 
expectancy  at  age  65  is  likely  to  increase  further;  second,  the  share  of 
those  who  have  higher  education  (including  junior  colleges)  in  the 
total  labour  force  will  rise  from  20  per  cent  in  1990  to  40  per  cent  in 
2010,  reflecting  the  higher  college  enrolment  in  the  past;  third,  an  in¬ 
creasing  labour  shortage  will  increase  the  demand  for  older  workers. 

INCREASING  LABOUR  MARKET  PARTICIPATION  OF  WOMEN 
The  labour  force  participation  rate  of  Japanese  women  is  still  slightly 
above  50  per  cent,  which  is  low  by  international  standards.  This  is 
mainly  due  to  the  fact  that  the  rate  for  married  women  of  child¬ 
bearing  age  (25  to  40  years)  is  particularly  low  compared  with  that 
of  many  other  OECD  countries.  Major  factors  behind  this  may  well 
be  insufficient  day-care  centres  for  small  children  and  relatively  short 
maternity  leaves.  Indeed,  the  ratio  of  those  who  wish  to  work  but  are 
unable  to  do  so  is  largest  in  this  age  group. 

This  implies  that  women  in  this  age  group  are  likely  to  come  into 
the  labour  market  with  improving  labour  market  conditions  arising 
from  an  increasing  labour  shortage  as  well  as  better  public  support 
for  working  mothers.  Indeed,  the  labour  force  participation  rate  of 
women  in  this  age  group  rose  by  10  percentage  points  in  the  last  two 
decades,  double  the  average. 


Directions  for  change  in  the  Japanese  labour  market 

There  are  three  major  factors  that  affect  the  direction  of  change  in  the 
Japanese  labour  market.  First,  increasing  global  competition  vis-a-vis 
other  industrial  countries  and  the  rapid  advance  of  the  East  Asian 
Newly  Industrialized  Economies  require  Japan  to  undertake  a  major 
restructuring  of  its  production,  particularly  its  labour-intensive 
process.  Also,  a  slow-down  of  labour  force  growth,  as  well  as  its 
ageing,  will  bring  about  a  labour  mismatch  in  the  domestic  market 
which  may  trigger  bottle-neck  inflation.  In  this  sense,  improving 
labour  productivity  with  the  wide  diffusion  of  information 
technology  is  a  key  for  offsetting  these  negative  consequences  in  the 
Japanese  labour  market. 

IMPACT  ON  EMPLOYMENT  STRUCTURE 

Effect  on  labour  productivity 

Declining  growth  in  the  labour  force  would,  other  things  being 
equal,  lower  economic  growth.  In  addition,  the  demand  for  invest¬ 
ment  is  likely  to  be  discouraged  due  to  the  falling  profitability  of 
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capital  associated  with  decline  in  the  labour  supply.  These  negative 
impacts,  however,  would  be  partly  offset  by  an  increase  in  labour 
productivity  due  to  the  tightening  labour  market  exerting  pressures 
towards  the  more  efficient  use  of  labour.  Previous  experience  in  the 
OECD  countries  indicates  that  countries  with  lower  labour  force 
growth  tend  to  have  higher  total  productivity  growth,  or  more 
efficient  utilization  of  existing  resources. 

It  might  be  fortunate  that  the  average  labour  productivity  of 
Japanese  industries,  measured  at  Purchasing  Power  Parity  (PPP),  is 
still  lower  than  that  of  major  European  countries  and  the  United 
States,  mainly  due  to  over-employment  in  the  service  sector  (Table 
7.3).  Increasing  labour  shortage  in  coming  decades  will  deplete  this 
labour  force  reservoir,  and  labour  will  shift  to  more  productive 
sectors,  contributing  to  higher  productivity  in  industry  as  a  whole. 

Increasing  importance  of  the  service  sector 

According  to  projections  by  the  Economic  Planning  Agency  (EPA), 
the  Japanese  employment  structure  is,  like  those  in  other  OECD 
countries,  becoming  more  service-oriented  (Table  7.4).  This  is  a 
result  of  two  major  forces:  first,  demand  elasticity  of  service  industries 
is  generally  high,  particularly  when  a  large  part  of  manufacturing 
production  may  well  be  relocated  to  low-wage  countries;  second,  the 
average  labour  productivity  of  the  service  sector  is  relatively  low, 
absorbing  an  increasing  number  of  workers.  The  latter  element  will 
be  less  important,  however,  as  the  labour  market  tightens  and  average 
labour  productivity  gradually  catches  up  with  that  in  the  manu¬ 
facturing  sector.  This  implies  that  Japan's  employment  structure  in 
2010  will  be  more  similar  to  that  of  the  current  Germany,  with 
negligible  labour  force  growth,  than  to  that  of  the  United  States. 

Nevertheless,  not  all  service  sectors  will  be  affected  equally  (Table 
7.5).  Most  training,  as  well  as  knowledge-intensive  services,  such  as 
management,  information  and  health,  are  set  to  grow,  while  the  less 
training-intensive  personal  services  are  projected  to  decline.  Also, 
education  services  are  likely  to  shrink  with  demographic  changes, 
and  public  administration  services  will  be  less  in  demand  with  the 
trend  towards  deregulation. 

REDUCTION  IN  WORKING  HOURS 

Some  of  the  benefits  of  technical  progress  take  the  form  of  fewer 
working  hours,  partly  offsetting  the  decline  in  demand  for  employ¬ 
ment.  Annual  working  time  in  Japan  has  declined  by  about  10  per 
cent  in  the  past  8  years,  though  the  level  of  slightly  above  1900  hours 
in  1993  was  still  high  by  international  standards.15  Major  factors 
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TABLE  7.3 

International  comparison  of  labour  productivity  (Purchasing  Power  Parity, 
manufacturing-based) 


Total  industry 

Manufacturing 

Wholesale  &  retail 

1985 

1985 

1989 

1990 

1985 

1985 

Japan 

100 

100 

100 

100 

100 

100 

United  States  176 

157 

117 

126 

223 

174 

Germany 

132 

130 

87 

112 

174 

116 

France 

143 

132 

102 

128 

261 

184 

United  Kingdom  114 

127 

107 

95 

153 

119 

Italy 

138 

108 

112 

125 

275 

190 

Canada 

165 

157 

101 

126 

180 

120 

Sweden 

119 

101 

70 

88 

175 

121 

Australia 

133 

131 

91 

98 

238 

146 

Source:  Japan  Productivity  Center,  1993. 

TABLE  7.4 

Percentage  distribution  of 

employment  in 

industry 

1960 

1980 

1990 

2000 

2010 

All  industries 

100.0 

100.0 

100.0 

100.0 

100.0 

Primary  industries 

32.7 

10.6 

7.7 

5.2 

3.9 

Secondary  industries 

29.1 

34.6 

33.6 

31.7 

31.4 

Manufacturing 

22.9 

34.6 

33.6 

31.7 

31.4 

Machinery 

6.4 

9.7 

10.5 

10.2 

10.8 

Others 

16.5 

24.9 

23.1 

21.5 

20.6 

Construction 

6.1 

9.9 

9.1 

9.7 

9.3 

Tertiary  industries 

38.1 

54.8 

58.7 

63.1 

64.7 

Utilities 

0.5 

0.5 

0.5 

0.5 

0.5 

Transport  and 
communications 

5.0 

6.3 

6.0 

6.0 

6.1 

Commerce 

15.8 

18.5 

18.8 

18.0 

17.9 

Finance,  insurance 
and  real  estate 

1.8 

3.5 

4.0 

4.1 

4.1 

Services 

15.0 

26.0 

29.5 

34.4 

36.0 

Source:  Economic  Planning  Agency,  Japan  in  the  Year  2010. 
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TABLE  7.5 

Future  patterns  of  service  employment  (%) 


Management  &  information 

Health  and  hygiene 

Educational 

Culture  and  leisure 

Personal  and  daily 

Public  administration  &  other 


1980 

1990 

2000 

2010 

20.4 

23.7 

27.6 

27.8 

12.7 

13.2 

13.7 

15.3 

12.7 

11.9 

10.5 

10.0 

23.1 

23.4 

24.1 

23.6 

11.2 

10.8 

9.3 

8.9 

19.6 

17.3 

14.5 

13.9 

Source:  Economic  Planning  Agency,  japan  in  the  Year  2010. 


behind  the  long  working  hours  in  Japan  are  the  following:  first,  the 
proportion  of  workers  having  two  days  off  each  week  was  still  51  per 
cent  in  1992;  second,  average  paid  annual  leave  actually  taken  was  9 
days  out  of  a  16-day  entitlement;  third,  the  average  regular  working 
week  was  41.6  hours  compared  with  36  to  39  hours  in  Europe. 

This  shortening  of  working  hours  has  been  a  result  of  market 
forces  rather  than  initiatives  by  labour  unions,  as  is  seen  by  the  fact 
that  the  reduction  in  working  hours  was  greater  in  periods  of  labour 
shortage,  indicating  that  competition  in  the  labour  market  is  an 
effective  means  of  improving  working  conditions.  With  an  expected 
labour  force  shortage  in  the  latter  part  of  the  1990s  and  beyond, 
working  hours  should  be  shortened  further. 

CHANGING  EMPLOYMENT  PRACTICES  AND  SKILL  FORMATION 
The  rapid  ageing  of  the  labour  force  will  have  a  significant  impact  on 
the  current  practices  of  long-term  employment  and  the  seniority- 
based  wage  structure,  which  were  established  at  a  time  when  the 
share  of  young  workers  in  the  labour  force  was  much  larger  than  it 
is  today.  As  the  long-term  employment  contract  is  a  device  for 
intensive  on-the-job  training  within  the  firm,  the  eventual  slow¬ 
down  of  Japan's  economic  growth,  and  tire  ageing  of  the  labour 
force,  is  likely  to  discourage  Japanese  firms'  investment  in  human 
capital.  This  implies  that  Japanese  employment  practices  may  well 
change;  for  example,  there  will  be  fewer  long-term  employment 
contracts  and  more  workers  with  a  fixed  contract. 

This  change  in  Japanese  labour  practices  may  reduce  labour 
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productivity,  but  at  the  same  time  it  will  provide  better  job  oppor¬ 
tunities  for  married  women  who  prefer  good  part-time  jobs.  Also, 
the  demise  of  the  seniority-based  wage  structure  may  be  beneficial 
for  reducing  elderly  unemployment  by  making  mandatory  retire¬ 
ment  obsolete.  The  system  was  constructed  so  that  employees  would 
be  compensated  for  their  lower  wages  in  the  earlier  period  of  their 
tenure  by  higher-than-productivity  wages  in  the  latter  period. 

Underlying  these  trends  are  changes  in  the  pattern  of  skill  for¬ 
mation,  away  from  the  internal  market  of  the  firm  to  the  external 
labour  market,  or  from  firm-specific  training  to  general  training.16 
This  is  a  rational  response  by  Japanese  firms  in  a  changing  economic 
environment  with  the  slow-down  of  the  growth  rate  associated  with 
population  ageing. 

IS  THE  JAPANESE  MODEL  SUSTAINABLE? 

The  question  may  arise  whether  the  Japanese  model  for  introducing 
technological  innovation  has  lost  its  relevance.  It  is  true  that  Japanese 
employment  practices,  which  used  to  be  effective  for  the  formation 
of  skilled  workers  within  the  firm,  will  be  changing  with  the  rapid 
ageing  of  the  population  in  the  1990s  and  beyond.  Also,  more  and 
more  Japanese  manufacturing  companies  are  replacing  their 
domestic  production  by  imports  from  their  overseas  subsidiaries  in 
the  East  Asian  region.  On  the  other  hand,  the  service  sector,  including 
the  low  productivity  industries  which  have  been  protected  by 
government  regulation,  is  not  following  the  trend. 

Nevertheless,  it  is  likely  that  the  Japanese  model  is  basically  sus¬ 
tainable  in  the  near  future.  First,  the  profit-sharing  mechanism 
between  the  firm  and  the  employees  is  still  solid,  as  witnessed  by 
significant  labour  hoarding  by  large  Japanese  firms  in  the  recession 
that  began  in  1991.  Second,  while  the  modification  of  Japanese 
employment  practices  takes  the  form  of  an  increasing  share  of  part- 
time  workers,  it  also  extends  the  average  length  of  experience  of  the 
core  workers.  Thus  Japanese  firms  may  well  maintain  the  traditional 
fixed  type  of  employment  practice,  even  though  the  proportion  of 
such  workers  will  gradually  diminish  over  time.  Third,  the  Japanese 
model  of  introducing  technological  innovations  based  on  the  profit- 
sharing  mechanism  has  gradually  spread  overseas  to  the  Japanese 
subsidiary  companies,  and  is  well  accepted  by  non-Japanese 
employees.  Finally,  increasing  competition  in  the  domestic  service 
sector  through  deregulatory  measures  gradually  transforms  the 
formally  underdeveloped  sector  into  an  internationally  competitive 
one.  In  this  sense,  the  Japanese  model  is  basically  sustainable,  though 
the  way  it  is  applied  has  been  changing  constantly. 
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Conclusion 

Creation  of  employment  opportunities  has  been  and  will  be  a  major 
concern  of  the  political  economy.  Japan  has  been  successful  in 
maintaining  the  overall  unemployment  rate  at  a  low  level,  but  this  is 
becoming  more  difficult  with  a  rapidly  ageing  population.  A  major 
problem  in  Japan  is  a  high  unemployment  rate  of  the  elderly,  which 
is  closely  related  to  Japanese  employment  practices.  While  the 
Japanese  employment  practice  of  implicit  long-term  contracts  has 
been  effective  for  providing  intensive  intra-firm  training,  the  costs 
include  long  working  hours,  a  large  male-  female  wage  gap,  and 
mandatory  retirement  of  the  elderly. 

The  ageing  of  the  Japanese  population,  which  will  result  in 
declining  labour  force  growth  and  a  higher  proportion  of  elderly 
workers,  will  require  major  changes  in  the  Japanese  labour  market. 
They  are  the  changes  towards  a  flatter  age-wage  profile,  higher  job 
turnover,  and  more  emphasis  on  skill  formation  outside  the  firm. 
Increasing  use  of  micro-electronic  technologies  also  contributes  to 
these  changes  in  the  labour  market. 

The  role  of  information  technology  will  be  important  particularly 
in  the  service  sector,  where  average  labour  productivity  is  still  lower 
than  in  many  other  OECD  countries.  Tightening  labour  market  demand 
conditions  are  also  a  major  force  for  improving  the  average  producti¬ 
vity  of  the  industry.  Labour  market  policies  need  to  support  a  smooth 
change  in  the  industrial  structure  through  liberalizing  existing 
regulations  and  stimulating  competition  in  the  labour  markets. 

NOTES 

1  However,  Japan's  per  capita  GDP  measured  by  Purchasing  Power  Parity 
was  still  20  per  cent  lower  than  that  of  the  United  States  in  1993. 

2  Unemployment  compensation  benefits  are  subject  to  the  applicant's 
duration  of  employment  and  his  age.  For  example,  those  who  are  less  than 
30  years  old  can  claim  up  to  90  days  while  those  over  60  years  can  claim 
240  days.  Also,  the  upper  limit  of  benefits  per  day  for  the  old  is  9,000  yen 
(about  $82),  which  is  10  percent  higher  than  for  younger  applicants. 

3  The  amount  of  the  wage  subsidy  is  based  on  the  wage  that  the  employee 
earns  at  age  60  in  the  following  ways:  first,  the  ceiling  of  the  sum  of 
wages  and  government  subsidy  is  to  be  85  per  cent  of  the  wage  earned 
at  age  60;  second,  the  subsidy  will  be  reduced  gradually  up  to  the  point 
at  which  the  sum  of  wages  and  subsidy  reaches  80  per  cent  of  that  wage 
(approximately  360,000  yen  per  month). 

4  In  1991  about  90  per  cent  of  Japanese  firms  (of  over  30  employees) 
operated  under  the  mandatory  retirement  system,  and  70  per  cent  of 
these  set  it  at  age  60  and  above. 

5  Also,  the  age-wage  profile  of  women  is  generally  lower  than  for  men. 
As  a  result,  the  male-female  wage  gap  widens  with  age;  for  example,  the 
average  female  employee  aged  20-29  receives  80  per  cent  of  male  wages. 
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but  the  ratio  falls  to  60  per  cent  in  the  age  group  40-59. 

6  Micro-electronics  usually  refers  to  a  technology  using  micro-computers 
and  related  information  networks. 

7  In  1982,  the  'population'  of  industrial  robots  was  13,000  in  Japan,  6,250 
in  the  United  States,  3,500  in  Germany,  and  1,300  in  Sweden.  (See 
OECD,1983,  Industrial  Robots:  Their  Role  in  Manufacture  Industry.) 

8  Indeed,  the  technologies  adopted  in  Japan's  post-war  development  have 
been  biased  toward  increasing  labour's  share  of  national  income.  Kuroda 
(1989)  showed  that  the  technological  progress  in  post-war  Japanese 
development  has  been  associated  with  an  elasticity  of  factor  substi  tution 
of  below  unity.  Thus,  increases  in  real  wages,  which  more  than  offset  the 
effect  of  a  decline  in  employment,  result  in  an  increase  in  the  labour  share 
of  national  income.  See  Kuroda,  Masahiro  (1989),  Ippau  kinkou  no  suryou 
Bunnseki.  (Quantative  Analysis  of  General  Equilibrium),  Iwanamishoten. 

9  According  to  a  survey  by  the  Japan  Institute  of  Labour  in  1984,  54  per 
cent  of  labour  unions  were  open  to  the  introduction  of  micro-electronics 
equipment,  and  37  per  cent  yielded.  In  addition,  the  more  this  com¬ 
ponent  has  been  used,  the  more  accepting  the  unions  have  become. 

10  Over  90  per  cent  of  the  Japanese  labour  union  members  are  organized 
by  enterprise-based  unions,  and  occupation-based  unions  exist  mainly 
in  the  service  sector. 

11  The  survey  on  job  transfers  into  other  cities  (Tenkinn)  in  1985  indicated 
that  a  quarter  of  the  workers  aged  40  to  59  were  not  accompanied  by 
their  families  to  where  they  moved.  Housing  problems  and  concern  over 
the  education  of  their  children  due  to  discrepancies  in  regional  edu¬ 
cational  standards  are  the  major  factors  behind  this  phenomenon.  See, 
Ministry  of  Labour  (1990),  Tenkinn  ro  Tanshin  Funin  (Tenkinn  and  Transfer 
without  family),  Government  Printing  Office. 

12  Ministry  of  Labour's  survey  on  Japanese  firms  on  the  use  of  office 
automation  devices  in  1983. 

13  According  to  official  labour  statistics  in  Japan,  the  male  participation 
ratio  of  the  elderly  (65  years  and  above)  fell  continuously  from  58  per 
cent  in  the  1960s  to  36  per  cent  in  1987,  and  rebounded  to  38  per  cent  in 
1993.  This  continuous  decline,  however,  is  due  mainly  to  the  falling  ratio 
of  the  self-employed,  whose  participation  ratio  is  particularly  high,  and 
that  of  the  employee  rose  from  13  per  cent  to  17  per  cent. 

14  It  should  be  noted  that  in  Japan  retirement  in  many  cases  does  not  mean 
retirement  from  the  labour  market,  but  simply  from  the  firm  an 
employee  has  worked  in  for  many  years.  Most  employees  shift  to 
smaller  firms  with  less  beneficial  working  conditions.  Indeed,  the  male 
labour  force  participation  ratios  of  those  aged  60-64  years  and  those  aged 
65_69  years  and  above  were  73  per  cent  and  54  per  cent,  respectively. 

15  Data  comparing  working  hours  internationally  are  only  available  for 
manufacturing  production  workers.  In  1992,  they  were  2,017  for  Japan, 
compared  with  1,957  for  the  United  States,  1,911  for  the  United 
Kingdom,  1,682  for  France,  and  1,570  for  Germany. 

16  Firm-specific  training  is  tailored  to  the  production  methods  of  the  firm 
in  which  a  worker  is  given  the  training.  The  seniority-based  wage  struc¬ 
ture  is  designed  to  keep  the  employees  with  the  firm-specific  training 
within  the  company. 


The  Improbability  of  Full  Employment: 
A  Perspective  from  India 
of  the  Emperor's  New  Clothes 


-  AJEET  N.  M  ATHUR  - 


People  unencumbered  by  advanced  degrees  in  economics  live  in  real 
space  and  time  where  workers  displaced  by  competition  move  into 
unemployment  rather  than  new  jobs.1 


The  reigning  ideal  of  Tull  employment'  (as  a  touchstone  for  evaluating 
efficacy  of  policy  and  development  initiatives)  lies  beyond  the 
horizon  in  today's  circumstances.  As  in  the  tale  of  the  emperor's  new 
clothes,  the  hesitation  in  acknowledging  the  impossible  as  a  defence 
against  collective  despair  constitutes  a  denial  of  the  urgent  need  for 
creative  policies  to  make  full  employment  less  improbable.  It  is 
widely  known  that  there  are  no  effective  national  recipes  for  full 
employment  any  more.  The  potential  ingredients  of  global  solutions 
and  approaches  appear  hopelessly  marred  by  differences  in  per¬ 
spectives,  interests,  motives,  and  power  of  the  actors  in  national 
spaces.  With  the  UN  World  Summit  for  Social  Development  at 
Copenhagen  slated  for  March  1995,  this  is  a  good  time  to  examine 
why  this  is  so  and  what  may  be  done  about  it. 

Techno-economic  imperatives  tend  to  harmonize  and  rationalize 
socio-technical  systems  at  the  enterprise  level,  and  governance 
structures  and  social  policy  at  regional,  national  and  global  levels. 
Insularity  persists,  however,  arising  from  a  combination  of  capital 
scarcity,  exchange  rates  and  purchasing-power  relativity  based  on 
cost  structures  barely  sustainable  even  in  developed  economies.  Full 
employment  -  howsoever  defined  -  remains  therefore  nationally 
unachievable  in  most  countries,  India  being  one  of  them. 

India's  experience  is  particularly  relevant  for  developing  countries 
with  a  democratic  polity;  transition  economies  developing  market 
institutions  and  redefining  the  role  of  government;  economies  where 
sustainability  of  active  labour  market  policies  requires  new  insti¬ 
tutions;  and  countries  that  have  embarked  on  stabilization  and 
structural  adjustment  programmes  addressing  social  dimensions 
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with  liberalization  of  controls  for  increased  internationalization  and 
better  macro-economic  management. 

This  chapter  first  traces  India's  experience  in  the  development  of 
the  country's  labour  market  and  labour  market  institutions,  and 
places  the  concerns  about  industrial  restructuring  and  labour  within 
the  perspective  of  the  transition  to  the  new  economic  regime  of  1991. 
We  discuss  characteristics  of  the  Indian  labour  market  with  regard 
to  employment  and  employment  security,  explaining  the  structure 
of  employment  and  the  sharp  decline  in  employment  elasticities  in 
the  1980s.  After  analysing  the  dynamics  of  industrial  restructuring 
and  employment  adjustment,  we  examine  two  alternative  policy 
perspectives,  one  that  focuses  on  addressing  labour  market 
consequences  of  policies  for  macro-economic  management,  and 
another  in  which  active  labour  market  policy  is  inextricably  bound 
within  the  construct  of  social  policy.  This  raises  an  intriguing  set  of 
questions,  issues  and  concerns  about  the  role  of  institutions,  national 
and  global. 


The  Indian  labour  market:  characteristics 


THE  EMPLOYMENT  SITUATION 

India's  population  in  1994  is  estimated  to  be  898  million  people  and 
is  growing  at  2.11  per  cent  per  annum  according  to  the  1991  census. 
About  58  per  cent  of  this  population  (521  million)  are  in  the  eco¬ 
nomically  active  age  group  (15-64)  and  a  net  addition  of  90  million 
to  this  age  group  is  expected  by  the  turn  of  the  century.  Estimating 
on  the  basis  of  the  1991  census  and  the  43rd  National  Sample  Survey, 
about  35  million  people  are  openly  unemployed  on  the  basis  of 
current  daily  status.  With  expected  increases  in  the  participation 
rate,  this  implies  the  need  for  57  million  more  jobs  by  1997  and  100 
million  more  jobs  by  the  year  2000,  according  to  estimates  of  the 
Planning  Commission.  The  growth  rate  in  GDP  envisaged  in  the 
Eighth  Five-Year  Plan  (1992-7)  of  5.6  per  cent  per  annum,  calculated 
to  wipe  out  all  open  unemployment,  is  about  3  per  cent  higher  than 
the  actual  average  for  the  first  two  years.  Not  only  have  employment 
prospects  worsened  on  this  account,  but  employment  elasticities 
with  respect  to  output  declined  sharply  in  the  1980s  and  aggravated 
the  situation. 

From  1973-8  to  1983-8  elasticities  of  employment  with  respect  to 
output  fell  from  0.54  to  0.36  in  agriculture,  from  0.9  to  0.3  in  manu¬ 
facturing,  and  from  0.7  to  0.5  in  services.  The  usual  overall  status 
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employment  elasticity  declined  from  0.68  (1977-8  to  1983-4)  to  0.28 
(1983-4  to  1987-8).  The  fall  in  employment  elasticities  in  organized 
industry  was  particularly  sharp.  (See  Table  8.1) 


TABLE  8.1 

Employment  elasticities  in  organized  industry 


1974/5-1981/2 

1982/3-1988/9 

Aggregate  industry 

0.56 

-0.11 

Aggregate  manufacturing 

0.59 

-0.09 

By  number  of  workers 

Size  10-99  workers 

0.69 

0.25 

Size  100  or  more 

0.52 

-0.23 

Source:  A.  K.  (Those,  Employment  in  Organized  Manufacturing  in  India,  ILO-ARTEP,  1993. 

Note:  The  elasticities  have  been  estimated  by  fitting  the  regression  equation  log  y  =  a+b  log  x, 
where  y  is  employment  and  x  is  gross  value  added  in  real  terms  to  annual  data  from  National 
Accounts  Statistics. 


Fears  have  also  been  expressed  that  the  burden  of  adjustment  falls 
on  the  unorganized  segment  of  the  non-agricultural  sector,  resulting 
in  additional  unemployment  of  between  4  and  10  million  persons.2 
The  study  can  be  criticized  for  not  considering  demand-constrained 
and  supply-constrained  growth  scenarios  but  the  main  issue  raised 
remains,  namely,  that  a  large  number  of  workers  in  vulnerable  forms 
of  non-agricultural  employment  can  add  to  the  number  of  un¬ 
employed  and  underemployed.  This  also  means  increased  competi¬ 
tion  for  jobs  with  those  who  separate  from  the  organized  private  and 
public  sector.  If  we  use  the  income  criterion,  the  number  of  income 
unemployed  is  already  around  86  million.3 

The  number  of  job-seekers  registered  with  the  854  employment 
exchanges  throughout  the  country,  at  the  end  of  April  1994,  was 
about  41  million.  The  number  of  placements  per  year  has  been 
declining  every  year  since  1981.  Based  on  the  statistics  for  the  period 
1991  to  1994,  for  every  registrant  placed  there  were  25  new  regis¬ 
trants  each  year.  The  problem  is  acute  for  the  educated  unemployed 
because  the  growth  of  secondary  and  tertiary  education  increased 
the  supply  of  qualified  skills  ahead  of  demand.  Human  capital 
investments  for  the  employed  remained  low,  aggravating  the 
situation  with  skills  obsolescence. 

'Main'  and  'marginal'  workers  in  the  Indian  economy  in  1991 
numbered  2784  million  and  28.4  million  respectively.4  Of  these, 
about  65  per  cent  were  cultivators  and  agricultural  labourers  working 
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in  rural  India  where  social  stratification  is  still  dominantly  feudal  and 
caste-based,  with  less  than  complete  access  to  equality  of  opportunity 
which  is  theoretically  available.  Another  3  per  cent  were  working  with 
livestock,  in  forests  and  mines.  Household  industry  accounted  for  3.7 
per  cent,  construction  1.6  per  cent,  trade  and  commerce  6.3  per  cent, 
transport  and  communications  2.7  per  cent  and  others  services  8.8  per 
cent.  Non-household  industry5  engaged  8.1  per  cent  of  the  main 
workers. 

The  labour  market  in  India  is  stratified  and  segmented.  A  local 
labour  market  study  of  Coimbatore  provides  a  good  taxonomy  of 
work,  distinguishing  eight  types  of  income-earning  opportunities:6 

1  Protected  regular  wage  work; 

2  Unprotected  regular  long-term  wage  work; 

3  Unprotected  short-term  regular  wage  work; 

4  Unprotected  irregular  wage  work; 

5  Independent  wage  work; 

6  Dependent  wage  work; 

7  Capital-owning  self-employment; 

8  Marginal  self-employment. 

The  enforcement  of  labour  standards  is  limited  to  non-household 
industry,  transport  and  communications,  mining,  and  a  small  range 
of  service,  trading  and  commercial  undertakings.  Taking  the  most 
liberal  estimate,  fewer  than  12  per  cent  of  the  main  workers  comprise 
organized  sector  employment.  This  number,  of  about  30  million, 
comprises  the  formal  labour  market,  and  includes  about  6  million  to 
8  million  unionized  workers.7 

EMPLOYMENT  SECURITY 

In  India,  due  to  an  abundant  labour  supply,  notified  minimum  wage 
rates  (under  US$2  per  day  in  1,023  occupations  for  which  floor 
minimum  wages  have  been  fixed)  are  difficult  to  enforce.  Employ¬ 
ment  laws,  labour  market  practices  and  attitudes  are  influenced  by 
the  need  for  people  to  obtain  and  retain  jobs.  Competition  to  obtain 
jobs  is  fierce  and  separation  from  employment  is  as  serious  as  a 
natural  disaster.  In  the  name  of  social  justice,  legislators,  judges, 
employers,  unions  and  government  labour  authorities  established 
legal,  contractual  and  customary  regulations  on  employment  in  the 
organized  sector  that  enabled  employment  security  and  rising  labour 
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standards  for  those  in  the  formal  sector,  thus  reinforcing  labour 
market  segmentation.  The  costs  could  be  passed  on  in  protected 
product  markets,  and  employment  adjustment  was  not  an  issue  in 
the  1970s.8 

Regulatory  barriers  comprising  the  edifice  of  the  employment 
security  system  introduced  factor  price  distortions  that  made  scarce 
capital  cheaper  and  plentiful  labour  costly.  Over  50  per  cent  of  fixed 
capital  in  manufacturing,  in  highly  protected  sectors,  accounts  for 
18.5  per  cent  of  employment.  The  average  annual  earnings  of 
workmen  in  highly  protected  sectors  are  70  per  cent  higher  than  the 
average  for  industry.  The  private  sector,  anticipating  liberalization 
of  product  markets  without  accompanying  liberalization  in  the 
labour  market,  recognized  the  need  to  be  cautious  about  hiring  in  the 
early  1980s.  There  has  been  no  increase  in  organized  private  sector 
employment  since  1982,  despite  new  units  and  expansion  and  diver¬ 
sification  in  existing  markets.  Recourse  to  secondary  labour  markets 
created  a  large  mass  of  'working  non-employees'  unable  to  establish 
an  employment  nexus  with  the  principal  beneficiary  of  their  labour.9 

The  degree  of  employment  security  is  linked  to  pay,  partly 
because  higher  wage  claims  are  negotiated  where  employment  is 
more  secure,  and  because  separation  compensation  is  computed  on 
pay  or  a  portion  of  pay.  The  industries  in  descending  order  of  the 
scale  of  protection  are:  pharmaceuticals,  chemicals  and  chemical 
products,  electrical  machinery,  petroleum,  coal,  rubber,  plastics, 
machine  tools,  basic  metals  and  alloys,  engineering,  gas  and  steam, 
recreational  and  cultural  services,  paper  and  paper  products,  syn¬ 
thetic  textiles,  cotton  textiles,  leather  and  leather  products,  repair 
services,  personal  services,  electricity,  non-metallic  mineral  products, 
jute  textiles,  sanitary  services,  water  works  and  supply,  wood  and 
wood  products,  food  products,  and,  finally,  storage  and  ware¬ 
houses.  Within  these  industries  there  are  wide  variations  depending 
on  factors  such  as  private  or  public  ownership,  location  and  size. 


Industrial  restructuring 


THE  DILEMMA 

The  1990s  are  witnessing  a  fundamental  transformation  in  industrial 
policy,  enterprise  economics  and  labour  markets.  Flexibility  in 
product  markets  and  industrial  organization  has  exposed  enter¬ 
prises  and  the  labour  market  to  risks  in  the  adjustment  process. 
Vulnerability  of  enterprises  and  workers  is  not  random,  but  a 
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response  to  the  changing  nature  of  income-generating  activities  as 
the  marginal  revenue  product  of  labour  changes.  The  asymmetry  of 
knowledge  between  different  stakeholders  generates  conflict.  This 
has  made  industrial  restructuring  the  most  difficult  of  reforms  under 
the  new  economic  regime. 

Employers  in  the  private  sector  were  the  first  to  demand  labour 
market  reforms  so  that  the  high  cost  of  employment  security,  cited 
as  an  impediment  to  industrial  restructuring,  could  be  reduced.  In 
this,  they  were  supported  by  the  Shylocks  of  Washington,  who 
introduced  the  term  'exit  policy'  as  part  of  the  reform  conditionalities 
in  the  arrangements  for  the  Structural  Adjustment  Loan.  Employees 
and  unions  pointed  to  the  limited  scope  of  employment  security 
provisions  and  alleged  that  employment  was  being  rendered  vul¬ 
nerable  because  employers  mismanaged  enterprises  with  little  fault 
of  labour.  Both  perceptions  are  valid  and  empirical  support  can  be 
found  for  them.10 

Three  sets  of  concerns  influenced  the  government.  First,  the 
human  and  social  dimensions  of  structural  adjustment  required  that 
it  should  address  the  problems  of  the  unemployed  and  the  poor  (in 
number  at  least  five  times  more  numerous  than  unionized  employees) 
to  prevent  potential  social  upheaval.  Second,  the  magnitude  of 
industrial  restructuring  required  assessment,  together  with  policies 
for  private  sector  development  and  the  pace  of  restructuring.  Third, 
the  emerging  solidarity  of  the  left-of-centre  parties  with  unions 
critical  of  the  new  economic  regime  required  the  building  of  viable 
approaches  for  abating  the  outcry  over  redundancies.  Despite 
apprehensions,  a  consultative  approach  worked  well  and  proved 
that  adjustment  and  democratic  institutions  need  not  work  against 
each  other.11  Workers'  organizations  and  employers'  organizations 
worked  together  in  bipartite  and  tripartite  committees  for  better 
understanding  of  the  problems,  and  the  government  set  up  an  Inter- 
ministerial  Working  Group  on  Industrial  Restructuring  to  recom¬ 
mend  how  the  different  perspectives  could  be  reconciled  and  the 
transition  smoothened. 

SOURCES  OF  LABOUR  MARKET  INFLEXIBILITY 

Since  labour  market  inflexibility  has  been  cited  frequently  as  an 
obstacle  to  adjustment,  it  is  important  to  be  precise  about  the  situation 
in  India.  First,  the  word  'industry'  has  a  very  wide  meaning  in  India, 
where  all  systematic  activities  involving  cooperation  between  em¬ 
ployers  and  employees  are  regarded  as  'industry'.12  The  Industrial 
Disputes  Act  provides  for  compulsory  adjudication  if  an  agreement 
between  employer  and  employee  is  not  forthcoming  to  mutual 
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satisfaction  within  a  specified  period  (usually  90  days).  The  subject 
of  dispute  can  be  the  employment,  non-employment,  terms  of  em¬ 
ployment,  or  conditions  of  labour  of  any  person.  The  scope  of  the  Act 
is  so  wide  that  it  covers  disputes  between  employers,  and  between 
workers  also.  The  resulting  volume  of  disputes  militates  against 
speedy  disposal.  Since  negotiated  settlements  are  a  small  proportion 
of  the  incidence  of  conflict,  the  resulting  delays  obstruct  restructur¬ 
ing.  Any  change  in  the  'conditions  of  service'  requires  a  notice  of  21 
days  under  the  Industrial  Disputes  Act.  The  expression  'conditions 
of  service'  covers  practically  all  conceivable  changes  that  arise 
during  restructuring  at  enterprise  level,  such  as  reclassification  of 
jobs,  rationalization,  standardization  or  improvement  of  plant  or 
technique,  increase  or  reduction  in  numbers  employed  in  places, 
shifts  or  occupations.  Any  such  notice  invites  an  industrial  dispute 
and  creates  room  for  bargaining.  Further,  individual  disputes  can  also 
be  raised  as  industrial  disputes. 

Service  rules  in  industrial  employment  are  mandatory  and 
specifically  cover  job  classification  and  the  circumstances  and  pro¬ 
cedures  for  punitive  termination.  Called  'standing  orders',  these 
rules  cannot  be  altered  without  the  concurrence  of  every  employee. 
Fifty-three  labour  laws  at  national  level  (including  24  different 
statutes  regulating  various  aspects  of  employment)  with  differences 
in  scope,  assignment  of  status  and  coverage  aggravate  the  difficulty 
of  fixing  responsibility  at  times  of  displacement  because  a  person 
may  be  an  employee  (various  definitions  include  worker,  workman, 
operator,  employed  person)  under  some  laws  but  not  under  others. 
Statutory  regulations  override  contract  provisions  in  so  far  as  any 
employment  contract  which  fails  to  provide  minimum  standards 
prescribed,  and  any  departure  from  minimum  standards,  can  become 
an  industrial  dispute.  Collective  agreements  also  acquire  the  force  of 
regulation  through  negotiated  provisions  on  employee  numbers, 
sources  of  recruitment,  'no  retrenchment'  guarantees,  placement, 
transferability,  machine  speeds  and  efficiencies,  manning  standards, 
gang  sizes,  crewing,  limits  to  computerization  and  technology  change, 
lay-off  provisions  in  excess  of  statute,  and  other  matters. 

The  Industrial  Disputes  Act  effectively  covers  all  industrial 
employees  except  managers  in  its  definition  of  'workman'  and 
regards  all  cases  of  employee  separations  as  'retrenchment'  except 
retirement  on  superannuation,  resignation,  punitive  termination, 
and  non-renewal  of  a  time-specific  contract.13  Any  retrenchment 
requires  prior  government  permission,  if  more  than  100  workmen 
were  employed  in  the  preceding  twelve-month  period,  along  with 
compensation.14  In  practice,  such  permission  is  not  forthcoming,  and 
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even  if  it  were,  the  'last  in  -  first  out'  principle  adopted  is  a  con¬ 
straining  feature.  The  government  proposes  to  modify  this  provision 
by  limiting  it  to  enterprises  with  300  or  more  workmen.  At  present 
72.4  per  cent  of  factory  employment  in  11,286  factories  is  affected  by 
this  restrictive  provision.  With  the  proposed  change,  53  per  cent  of 
factory  employment  in  4,421  factories  will  remain  affected.  The 
restraints  on  retrenchment  imply  that  once  'continuous  service'  (240 
days  of  paid  work  in  any  period  of  365  days)  is  established,  the 
conditions  apply  to  temporary  workmen  also.  There  are  also  similar 
restrictions  on  lay-offs.  Thus,  negotiated  agreements  and  voluntary 
retirement  schemes  remain  the  only  lawful  routes  for  shedding  sur¬ 
plus  manpower. 

Closure  of  an  industrial  undertaking  employing  100  or  more  work¬ 
men  also  requires  government  permission.  The  right  to  carry  on  busi¬ 
ness  (which  ought  to  imply  the  right  not  to  carry  on  business)  casts 
responsibility  on  the  employer  to  continue  in  business  -  an  obliga¬ 
tion  hitherto  maintained  through  an  implicit  contract  combining  the 
privilege  of  operating  in  protected  markets  with  the  social  respon¬ 
sibility  of  providing  continued  employment  as  the  only  safety  net. 

In  practice,  private  sector  employers  have  been  forcing  the  issue 
by  confrontation  in  the  form  of  lock-outs.  In  1992  and  1993,  there 
were  five  times  as  many  lock-outs  as  there  were  strikes.  Typically, 
lock-outs  were  of  short  duration  and  there  is  not  much  difference  in 
aggregate  person  days  lost  when  we  compare  fewer  strikes  to  more 
lock-outs.  Frequency  statistics  indicate  a  change  in  the  balance  of 
power  between  employers  and  employees  and  in  the  way  the  govern¬ 
ment  exercises  discretionary  authority.  Prolonged  lock-outs  in  certain 
cases,  notably  in  jute,  textiles  and  engineering  industries,  amount  to 
closures. 

DIMENSIONS  OF  INDUSTRIAL  SICKNESS 

While  retrenchment  and  closures  could  be  prohibited,  industrial 
sickness  could  not  be  outlawed  and  emerged  as  a  major  problem  of 
India's  industrial  and  labour  policies.  Compared  with  1980,  the 
number  of  sick  and  weak  industrial  units  increased  fifteen  times  by 
1994  to  346,668.  Of  these,  125,571  sick  units  with  an  outstanding  bank 
credit  of  Rs2,400  million  are  not  even  traceable.  Just  17,292  of  the  sick 
and  weak  units  are  considered  viable  and  about  60  per  cent  of  these 
are  under  nursing  programmes.  A  sum  of  Rsll5.33  billion  of  out¬ 
standing  bank  credit  lay  locked  up  in  sick  and  weak  units  in  1993. 
The  outstanding  bank  credit  of  sick  firms  has  grown  at  almost  12  per 
cent  over  inflation.  About  75  per  cent  of  large-  and  medium-sized 
sick  units  are  concentrated  in  seven  states:  Maharashtra,  West 


162  LABOUR  MARKET  POLICIES:  COUNTRY  CASE  STUDIES 

Bengal,  Gujarat,  Tamilnadu,  Andhra  Pradesh,  Uttar  Pradesh  and 
Karnataka,  in  that  order.  Sickness  is  more  pronounced  in  textiles  (276 
units  with  outstanding  bank  credit  of  Rsl2,745  million),  engineering 
(267  units  with  outstanding  bank  credit  of  Rs8,738  million),  chemicals 
(143  units  with  an  outstanding  bank  credit  of  Rs2,180  million)  and 
iron  and  steel  (91  units  with  an  outstanding  bank  credit  of  Rs2,411 
million).  Traditionally,  government  subsidies  and  nationalization 
were  regarded  as  the  only  remedies  for  industrial  sickness. 

In  a  significant  departure  from  past  practice,  the  Sick  Industrial 
Companies  Act  in  1985  made  it  mandatory  for  sick  companies  to  be 
referred  to  the  Board  for  Industrial  and  Financial  Reconstruction, 
established  especially  to  approve  rehabilitation  schemes  for  sick  and 
incipiently  sick  companies  or  to  order  their  'winding  up'.  The  Board 
for  Industrial  and  Financial  Reconstruction  received  1,924  cases  by 
September  1993.  In  40  per  cent  of  the  cases,  the  companies  were 
asked  to  make  their  net  worth  positive  on  their  own!  The  Board  for 
Industrial  and  Financial  Reconstruction  sanctioned  rehabilitation 
packages  in  22  per  cent  of  the  cases  (including  three  cases  of  workers' 
takeovers),  and  recommended  closure  in  12.6  per  cent  of  these  cases 
(including  four  public  enterprises).  Cases  pending  include  141 
public  enterprises  and  334  private  enterprises.  The  strict  financial 
criteria  applied  for  defining  sickness  -  a  minimum  registration 
period  of  seven  years  (now  reduced  to  five)  and  accumulated  losses 
equal  to  or  exceeding  the  net  worth  -  kept  many  sick  companies  with 
zero  or  negative  net  worth  outside  its  purview.15  A  study  concludes 
that  the  financial  structure  of  firms  is  the  primary  source  of  sickness, 
as  interest  and  wage  costs  per  unit  of  product  rise.16  The  study  also 
found  high  conversion  costs,  technological  inefficiency,  and  industry¬ 
wide  factors  among  the  major  causes  of  sickness.  The  authors  casti¬ 
gate  operating  agencies  for  preparing  unrealistic  rehabilitation 
schemes  that  do  not  remedy  the  basic  causes  of  sickness.  However, 
weaknesses  in  financial  structure  arise  over  time  and  it  is  difficult  to 
accept  the  conclusion  that  relative  operating  efficiencies  do  not  play 
an  important  part  in  generating  the  financial  structures  that  prove 
intractable.  It  is  not  only  current  liabilities  that  are  to  be  blamed;  the 
tendency  to  hoard  current  assets  is  equally  responsible.  An  impor¬ 
tant  aspect  of  industrial  reconstruction  is  removal  of  capital  rigidities 
that  inhibit  private  sector  development  by  constraining  asset  re¬ 
structuring.  Winding  up  companies  in  India  is  highly  cumbersome 
and  associated  frequently  with  unpaid  claims,  including  those  of 
labour. 

The  strengthening  of  the  liquidation  machinery  is  crucial  for 
capital  mobility  in  companies  pronounced  dead  and  subject  to  funeral 
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rites.  Labour  market  flexibility  would  be  improved  if  asset  restruct¬ 
uring  were  possible  through  professional  liquidators,  insolvency 
practitioners,  and  a  network  of  debt  realization  agencies.  Land 
regulations  also  require  changes  to  enable  land  assets  to  be  traded. 
At  present,  the  disposal  of  industrial  land  is  subject  to  land  use  laws, 
land  ceiling  laws,  and  the  Land  Acquisition  Act  which  gives  the  first 
right  of  purchase  to  the  government  in  the  absence  of  an  institution¬ 
alized  land  market.17  The  situation  is  further  complicated  because 
buildings,  plants,  and  machinery  are  usually  pledged  with  financial 
institutions,  and  goods  and  raw  materials  with  bankers,  leading  to 
more  than  one  charge  on  the  same  property.  The  Committee  on 
Industrial  Sickness  and  Corporate  Restructuring,  constituted  in  1993, 
has  suggested  that  foreign  investment  should  be  welcomed  for  take¬ 
overs  of  sick  units,  and  recommended  tax  incentives  for  conversion  of 
debt  to  equity.  Table  8.2  classifies  companies  'in  winding  up'  under 
14  of  the  19  Official  Liquidators  in  the  country. 


TABLE  8.2 

Companies  'in  winding  up',  India 


Location 

0-10 

11-20 

Years  spent 
21-30 

31-40 

41-50 

Delhi 

106 

69 

44 

1 

0 

Jaipur 

33 

4 

10 

6 

0 

Allahabad 

29 

15 

21 

1 

0 

Chandigarh 

44 

10 

2 

2 

0 

Patna 

9 

5 

9 

4 

2 

Guwahati 

1 

2 

1 

1 

0 

Calcutta 

174 

185 

124 

109 

40 

Ahmedabad 

123 

65 

40 

16 

2 

Indore 

20 

8 

11 

1 

0 

Nagpur 

7 

9 

4 

8 

0 

Madras 

57 

67 

45 

26 

0 

Cochin 

32 

28 

10 

5 

0 

Bangalore 

104 

39 

16 

2 

0 

Hyderabad 

35 

0 

9 

2 

0 

Total8 

774 

506 

346 

184 

44 

Source:  Compilation  from  files  of  the  Department  of  Company  Affairs,  Government  of  India,  1993. 
■  This  total  exdudes  three  companies  at  Calcutta  'in  winding  up'  for  more  than  50  years! 


The  organized  private  sector  employs  about  7.74  million  persons. 
About  50  per  cent  of  this  employment  is  in  five  states:  Maharashtra, 
West  Bengal,  Gujarat,  Tamilnadu  and  Uttar  Pradesh.  The  private 
sector  has  been  more  successful  in  achieving  employment  adjustment. 
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and  rationalization  schemes  involving  voluntary  (and  sometimes 
not  so  voluntary!)  retirement  have  been  successfully  implemented  in 
a  large  number  of  enterprises. 


EMPLOYMENT  ADJUSTMENT  IN  PRIVATE  ENTERPRISES 
Notable  successes  were  achieved  from  the  beginning  of  the  1980s. 
Typical  voluntary  retirement  separation  (VRS)  payments  involve  a 
cost  of  two  to  three  months'  pay  per  completed  year  of  service.  In 
some  firms,  gains  accruing  from  downsizing  employment  were 
shared  with  remaining  employees  to  the  extent  of  33  per  cent  to 
create  incentives  for  rationalization.  Since  investment  in  VRS  fetches 
a  higher  rate  of  return  than  many  other  forms  of  investment,  private 
firms  have  been  sensitive  to  wages  in  their  cost  structures.  Where 
competition  has  been  intense,  firms  have  confronted  the  issue  of 
redundancies  more  sharply  than  in  the  case  of  oligopolistic  industry 
structures.  We  may  infer  that  product  market  competition  induces 
healthier  internal  labour  markets  at  enterprise  level.  In  334  cases, 
however,  where  the  Board  for  Industrial  and  Financial  Recon¬ 
struction  has  assisted  restructuring  in  the  private  sector  -  affecting 
about  300,000  employees  -  the  outcome  remains  unresolved.  Potential 
displacement  may  be  classified  into  three  categories: 


1  Employees  displaced  as  a  result  of  winding  up  a  company; 

2  Employees  displaced  due  to  de  jure  and  de  facto  closures;  and 

3  Employees  displaced  as  a  consequence  of  shedding  surpluses  in 
overmanned  enterprises  in  the  course  of  restructuring. 


The  shrinking  size  of  employment  in  the  organized  private  sector 
since  1982,  together  with  output  growth,  has  been  interpreted  by 
some  researchers  as  evidence  that  labour  productivity  rose.18  Such  an 
explanation  underestimates  the  effects  of  the  availability  of  new, 
more  capital-intensive,  cheaper  techniques  and  innovations  in  the 
forms  of:  industrial  organization  based  on  information  technology 
that  raised  the  price  of  labour  relative  to  capital;  fiscal  incentives  for 
capital  investment  and  the  expansionary  macro-economic  policies 
that  made  credit  for  capital  purchases  easily  available;  the  shift  in 
market  structures  from  oligopoly  to  competition  that  made  it 
necessary  to  reduce  surplus  labour  beyond  the  point  where  marginal 
revenue  product  was  already  zero;  and  the  wage-employment  trade¬ 
off  incentive  that  enabled  'insiders'  to  profit  from  wage  gains  in 
exchange  for  rationalization  of  employee  numbers  in  a  way  that 
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actually  reduced  employee  costs  and  enabled  capital  growth  from 
the  savings  generated.19  All  these  factors  (except  the  expansionary 
macro-economic  policies)  are  still  operating  and  the  scope  for 
employment  adjustment  in  the  organized  private  sector  industrial 
enterprises  remains  large.20 

PUBLIC  SECTOR  REFORMS  AND  PRIVATE  SECTOR  DEVELOPMENT 
The  two  most  important  aspects  of  public  sector  reforms  are  the 
removal  of  the  soft  budget  constraint  by  1994-5  and  the  disinvest¬ 
ment  of  government  equity  of  Rs49.5  billion  to  public  sector  financial 
institutions,  mutual  funds,  and  the  general  public  until  March  1993. 
The  initiatives  arise  from  the  need  to  impart  a  commercial  orien¬ 
tation  to  public  enterprises  and  the  scope  for  resource  mobilization 
of  the  exchequer.  The  Committee  on  Disinvestment  of  Shares  in  the 
Public  Sector  constituted  in  1992  recommended  that  74  per  cent  of 
equity  in  public  enterprises  in  industries  unreserved  for  the  public 
sector  and  49  per  cent  of  equity  in  reserved  industries  be  disinvested. 
The  sale  of  100  per  cent  equity  in  sick  public  enterprises  is  also  being 
considered. 

The  performance  emphasis,  initially  introduced  through  annual 
performance  contracts  (104  public  sector  enterprises  signed  Memo¬ 
randa  of  Understanding  with  the  government  in  1993-4),  touches 
only  the  tip  of  the  iceberg  when  it  comes  to  assessing  the  scope  for 
restructuring  and  employment  adjustment.  There  are  246  central 
public  sector  enterprises  employing  about  2.8  million  persons.  These 
include  165  enterprises  in  manufacturing,  73  in  services,  and  8  in 
construction.  The  profitability  of  PSEs  in  terms  of  gross  profits  to 
capital  employed  has  not  improved  in  the  last  10  years.  Public  sector 
profitability  has  declined  since  1989-90.  Almost  97  per  cent  of  profits 
are  earned  by  the  petroleum  sector  and  as  many  as  106  are  enter¬ 
prises  incurring  losses.  As  a  group,  they  generate  just  32  per  cent  of 
their  total  outlay  through  internal  resources.  The  accumulated  losses 
of  98  central  public  enterprises  in  the  first  'hit  list'  released  by  the 
government  exceed  Rs207  billion.  Among  these  enterprises,  15  in  the 
core  sector  are  undergoing  restructuring.  Of  the  remaining  83,  there 
are  46  enterprises  that  had  become  sick  in  the  private  sector,  and 
which  were  nationalized,  and  remained  sick.  These  46  account  for  80 
per  cent  of  employment  and  76  per  cent  of  capital  employed  in  the 
set  of  83.  Among  1,100  state  government  public  enterprises,  there  are 
over  500  enterprises  with  cumulative  losses  of  over  Rs26  billion 
against  a  paid-up  capital  of  Rs23  billion  (this  excludes  State 
Electricity  Boards  and  Road  Transport  Corporations,  virtually  all  of 
which  are  incurring  losses). 
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Employment  policies  in  public  sector  enterprises  created  25  to  50 
per  cent  more  jobs  than  were  ever  necessary.21  Competitive  cost 
structures  cannot  absorb  this  any  longer.  High  levels  of  employment 
and  employee  cost  increases  were  sustained  in  a  regime  of 
administered  prices  and  justified  by  reference  to  increases  in  value 
added,  without  realizing  that  the  notion  of  Value  added'  used 
included  employee  costs,  so  that  a  rising  wage  bill  automatically 
inflated  value  added.22  About  400,000  employees  in  vulnerable  and 
chronically  sick  public  sector  enterprises  referred  to  the  Board  for 
Industrial  and  Financial  Reconstruction  already  face  the  prospect  of 
loss  of  jobs.  To  this  number  must  be  added  another  500,000  in  public 
sector  enterprises  under  the  central  government  but  not  the  Board 
for  Industrial  and  Financial  Reconstruction  and  about  250,000  under 
the  state  government.23  The  economic  cost  of  industrial  adjustment 
will  increase,  if  surpluses  are  not  shed,  until  enterprises  become 
cases  for  the  Board  for  Industrial  and  Financial  Reconstruction.  With 
the  emphasis  on  enterprise  autonomy  and  performance,  micro- 
economic  dimensions  of  restructuring  and  employment  adjustment 
assume  significance  in  internal  labour  markets.  Capital  market  and 
financial  sector  reforms  have  an  important  role  in  facilitating  this 
adjustment. 

RESTRUCTURING  ISSUES  AT  ENTERPRISE  LEVEL 

Wage  adjustment  and  employment  adjustment  require  joint  atten¬ 
tion  at  enterprise  level.  The  centralized  wage  revision  system  for 
public  enterprises  establishes  a  floor  level  (with  only  upward  vari¬ 
ations)  insensitive  to  industry  and  product  differences.  Wage  levels 
in  public  sector  enterprises  bear  no  relationship  to  employment  levels 
and  employee  surpluses,  or  to  employee  costs  per  unit  of  output. 
Furthermore,  enterprise-wide  multi-tiered  bargaining  structures 
impaired  by  ineffective  representation  in  multi-union  settings 
impede  restructuring  through  the  introduction  and  maintenance  of 
internal  labour  market  inflexibility.  The  powerbase  of  unions  resisting 
restructuring  is  frequently  bolstered  by  enterprise  management 
equally  insecure  in  the  changed  circumstances. 

Employment  contracts  do  not  cater  to  the  need  for  flexibility  in 
matters  such  as  placement,  transferability,  new  work  arrangements 
arising  from  modernization  of  technology  and  workflow  improve¬ 
ments,  deployment  in  terms  of  working  hours,  or  promotions  based 
on  merit  and  vacancy.  Also,  conditions  of  service  and  work  are 
incompletely  and  rigidly  stipulated.  Conventions,  customs,  and 
precedents  dilute  contractual  conditions.  These  problems  are  more 
pronounced  in  public  sector  enterprises. 
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There  are  sharp  differences  in  the  scope  and  pace  of  enterprise 
restructuring  between  enterprises  functioning  in  oligopolistic  market 
structures  and  competitive  structures,  suggesting  that  the  market¬ 
distorting  protectionist  interventions  are  an  impediment  to  re¬ 
structuring.24  Competition  in  product  markets  induces  changes  in 
bargaining  structures.  Countervailing  institutions,  such  as  unions, 
are  slow  to  respond  to  these  changes.  Unsettled  representative  status 
delays  collective  bargaining  and  the  unrepresentative  character  of 
workers'  organizations  militates  against  implementation  of  agree¬ 
ments  reached. 

Insufficiency  of  funds  for  restructuring  requiring  capital  infusion 
or  separation  compensation  to  employees,  or  both,  and  inadequacy 
of  expertise  to  link  strategic  enterprise  management  with  industrial 
relations  and  human  response  development  raise  the  question  of 
external  support  for  identifying  restructuring  needs  and  acting  on 
them.  The  institutional  context  of  labour  market  developments  in 
India  triggered  the  debate  about  active  labour  market  policies  and 
the  participation  of  social  partners  in  the  1990s.  International 
developments  added  to  the  complexities.  Kasvio's  suggestion  to 
broaden  the  conception  of  work  to  alleviate  the  suffering  of  Nordic 
welfare  states25  and  Giarini's  proposal  to  redefine  productive  work26 
would  require  the  incorporation  of  issues  of  social  structure,  global 
governance  and  international  mobility,  without  which  they  fall  short 
of  a  market-based  schema  to  reconcile  and  develop  international 
management  perspectives  of  economic  agents  (enterprises  and 
governments)  in  addressing  important  dimensions  of  global  un¬ 
employment.  The  capacity  of  states  to  safeguard  social  cohesion  is 
eroded  by  market  forces  at  enterprise  level,  which  bring  about 
restructuring  with  or  without  the  support  of  the  state. 

SOCIAL  POLICY:  TWO  ALTERNATIVE  PERSPECTIVES 
The  limited  size  of  the  organized  labour  market  in  India  has 
contributed  to  the  perception  that  labour  market  adjustments  in  the 
organized  sector  are  peripheral  to  the  agenda  of  human  develop¬ 
ment  for  the  country's  population,  and  that  temporary  compensatory 
mechanisms  would  reduce  the  outcry  associated  with  employment 
adjustment.  After  all,  employee  displacement  is  part  of  the  price  to 
be  paid  for  achieving  a  healthy  competitive  economy,  and  with  this 
approach  the  emphasis  shifts  to  enclaves  where  dissent  is  greatest. 
Such  a  perspective  focuses  on  macro-economic  growth  as  the  most 
significant  criterion  on  which  everything  else  depends.  This  simplifies 
measures  of  the  cost  of  adjustment  in  the  labour  market  and  an 
extension  of  this  approach  can  also  be  used  to  assess  other  social 
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costs  of  stabilization  and  structural  adjustment.  In  fact,  it  has  been 
estimated  that  a  cost  of  Rsl87  billion  (US$5.94  billion)  over  a  three- 
year  period  can  adequately  cushion  adjustment  shocks  in  India's 
labour  market.27 

This  does  not  give  us  the  complete  picture.  Such  compensatory 
mechanisms  are  a  reaction  to  outcry  and  resemble  mopping-up 
operations  of  casualties  in  a  war  triggered  by  a  sense  of  social 
responsibility  based  on  guilt.  They  give  very  little  attention  to  the 
institutional  building  blocks  that  influence  costs  and  risks  in  the 
adjustment  process  by  facilitating  or  impeding  the  process  through 
intended  and  unintended  consequences.  For  policies  to  be  process- 
driven,  they  must  be  based  on  national  and  global  strategies  consistent 
with  human  freedom  and  include  the  participation  of  people  in 
transforming  initiatives  into  sustainable  human  development  choices 
in  national  and  global  spaces.  The  question  is:  can  this  alternative 
perspective  be  sustained  in  a  market-efficient  way?  If  every  social 
policy  intervention  is  castigated  as  distortionist  and  if  every  adjust¬ 
ment  in  the  labour  market  must  involve  consultations  and  bargaining 
among  social  partners,  we  have  to  ask  if  labour  market  policies 
facilitate  or  impede  human  development.28 This  question  predictably 
arose  with  India's  transition  to  the  new  economic  regime  in  1991. 

When  the  expression  'exit  policy'  gained  currency  in  the  second 
half  of  1991,  the  signals  from  the  government  were  confusing.  Two 
sets  of  messages  emanated  from  the  media:  one,  that  the  government 
was  preparing  an  'exit  policy'  for  sick  units  and  for  surplus  labour; 
another  that  no  one  will  be  adversely  affected  (read  'suffer  loss  of 
job')  as  a  consequence  of  the  new  economic  regime.  Both  messages 
were  disbelieved.  There  was  speculation  whether  the  government 
would  be  prepared  to  face  the  wrath  of  organized  labour.  The 
opposition  bared  its  teeth  by  uniting  workers  for  mass  agitation.  The 
government  promised  consultations  and  regular  dialogue  among 
the  social  partners  at  national  level.  Several  new  institutions  emerged. 
A  National  Renewal  Fund  (NRF)  was  established  and  its  size  and 
scope  became  the  subject  of  considerable  discussion  since  claimants 
ranged  from  redeployable  surplus  labour  to  the  never-employed 
and  unemployable.  A  Special  Tripartite  Committee  was  constituted 
for  employers,  workers  and  the  government  to  promote  social  dia¬ 
logue,  and  six  tripartite  industrial  committees  were  established. 
Consultations  with  state  governments  and  academia  were  also 
strengthened.  Concerns  were  raised  about  the  poor,  disadvantaged 
and  vulnerable  segments  of  the  population  affected  by  government 
expenditure  restraints.  The  labour  market  agenda  was  discussed  in 
the  wider  perspective  of  social  policy. 
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The  Special  Tripartite  Committee  and  the  tripartite  industrial 
committees  played  an  important  role  in  promoting  awareness  of  the 
need  for  social  policy  initiatives  and  the  scope  for  employment 
promotion  and  adjustment.  While  the  social  partners  did  not  always 
agree  with  each  other,  and  the  agenda  is  by  no  means  resolved,  the 
social  policy  debate  reduced  conflict  and  contributed  to  the  develop¬ 
ment  of  several  important  initiatives.  The  government  reversed  the 
declining  trend  in  social  expenditure,  particularly  on  anti-poverty 
programmes.  The  scope  of  the  NRF  was  expanded  to  include 
allocations  for  area-specific  employment  generation  schemes,  in 
addition  to  generous  redundancy  compensation  and  expenditure 
for  retraining  and  redeployment.  About  Rs7.86  billion  mobilized 
from  budgetary  and  extra-budgetary  resources  was  disbursed  from 
the  NRF  for  60,000  redundancies  till  October  1993.  Employee 
Resource  Centres  at  district  level  and  Area  Regeneration  Councils  in 
the  five  worst  affected  cities,  Ahmedabad,  Bombay,  Calcutta,  Kanpur 
and  Indore,  have  been  established  to  pool  the  expertise  of  urban 
planners,  architects,  municipal  authorities,  industry  associations, 
financial  institutions,  workers'  organizations  and  others.  They 
develop  proposals  for  land  use,  establish  counselling  and  training 
institutions,  and  examine  investment  options  and  placement  oppor¬ 
tunities.  Employment  Guidance  Bureaus,  as  adjuncts  to  employment 
exchanges,  and  Employee  Welfare  Advisory  Boards  are  also  being 
set  up  to  establish  facilities  for  workers  to  ease  labour  market 
adjustment.  State-level  steering  committees  to  supervise  all  this  are 
already  functioning.  There  is  also  a  plan  to  develop  an  insurance 
fund  for  employees. 

Altogether,  these  labour  market  measures  may  be  viewed  as 
necessary  for  facilitating  private  sector  development  and  adjust¬ 
ment,  but  these  are  not  sufficient  in  themselves,  since  it  is  macro- 
economic  growth,  and  not  the  labour  market,  that  can  alleviate 
endemic  unemployment  at  a  time  of  jobless  growth.  At  the  same 
time,  the  employment  intensity  of  investment,  dependent  on  a 
combination  of  macro-economic  and  industrial  organization  factors, 
points  to  the  increasing  importance  of  social  policy  in  mitigating  the 
supposedly  transitional  hardship  that  has  become  an  enduring  part 
of  never-ending  adjustment.  The  search  for  integrative  solutions  in 
the  Indian  experience  and  the  successful  experimentation  with  insti¬ 
tutions  based  on  participatory  democracy  that  does  not  impede 
adjustment  raise  hopes  that  the  political  economy  of  economic 
policy  reform  need  not  be  based  on  what  the  World  Bank's  study  of 
the  subject  calls  blunting  the  opposition'.29  That,  in  fact,  would  be  a 
prescription  for  blatant  and  subtle  forms  of  organized  violence 
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within  and  between  nations.  The  Indian  experience  reinforces  the 
feasibility  and  desirability  of  a  development  perspective  based  on 
informed  consultation,  participation,  and  dialogue  among  social 
partners  in  the  labour  market,  within  the  wider  construct  of  social 
policy. 

MARKET  RESTRUCTURING  AND  THE  POWER  OF  INSTITUTIONS 
Every  significant  social  arrangement  (implicit  or  explicit,  conscious 
or  unconscious)  that  facilitates  or  impedes  economic  agents  (actors 
in  national  and  global  spaces)  in  the  production  of  goods  and 
services  for  which  demand  exceeds  supply  at  price  zero  is  an 
institution.  Institutions  can  be  enabling  or  constraining,  or  sometimes 
both.  Before  we  turn  to  the  more  general  question  of  institutional 
heritage  and  choice,  which  has  implications  for  national  governance 
and  global  employment,  it  is  important  to  review  how  certain  labour 
market  institutions,  notably  unions  and  participatory  fora,  relate  to 
market  restructuring. 

The  implicit  assumption  of  the  legitimacy  and  desirability  of 
unions,  based  on  the  explicit  assumption  that  unionized  employees 
are  more  productive  than  non-unionized  employees,  was  questioned 
in  the  1980s.30  Wages  above  market  clearing  levels,  first  rationalized 
by  efficiency-wage  theorists  and  then  explained  by  reference  to  a 
hypothesized  wage-employment  trade-off  by  insiders,  conceal  that 
the  distinction  between  Lindbeck  and  Snower's  'insiders'  and 
'outsiders'  is  not  merely  one  between  employed  and  unemployed 
workers,  but  rather  between  groups  of  workers  with  different 
opportunities.  When  some  degree  of  market  power  exists,  pricing 
decisions  in  labour  and  product  markets  will  be  linked  with  each 
other  and  to  the  level  and  pattern  of  investment  decisions.  In  national 
markets  to  which  the  labour  market  is  confined,  what  happens  to 
union  power  in  these  circumstances?  If  changes  in  market  structures 
induce  changes  in  institutional  structures,  to  what  extent  can  market 
structures  be  influenced  by  enabling  and  constraining  institutions? 

We  have  noted  from  the  Indian  experience  that  increased  product 
market  competition  made  internal  labour  markets  more  efficient, 
and  that  unions  could  not  and  did  not  impede  employment  adjust¬ 
ment.  Union  power  declined  in  significance  as  a  reactive  force  and 
became  increasingly  involved  with  analysing  public  policy,  strategic 
options,  and  management  practices.  Employers  experimented  with 
unionless  firms  and,  in  unionized  firms,  bargaining  structures 
changed  with  a  marked  preference  for  decentralized  bargaining  at 
unit  level. 

While  national  consultations  among  social  partners  reduced  the 
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scope  for  conflict  in  the  organized  labour  market,  and  made  important 
contributions  to  the  social  policy  discussion,  certain  institutional 
deficiencies  came  into  sharper  focus. 


Unemployment  benefits 

Apart  from  government  expenditure  on  relief  in  emergencies  such 
as  droughts  or  floods,  and  the  developmental  thrust  of  anti-poverty 
programmes,  some  of  which  have  provided  subsistence  wages  in 
certain  areas,  there  is  no  country-wide  unemployment  insurance 
system..31  Even  the  NRF  is  a  transitional  emergency  fund  for  a  period 
not  exceeding  ten  years.  While  a  country-wide  unemployment 
insurance  system  based  on  the  pattern  of  developed  economies  is 
prohibitive  in  view  of  the  required  resources,  the  limited  objective  of 
consumption  stabilization  for  employees  against  the  risk  of  dis¬ 
placement,  to  tide  them  over  the  period  between  displacement  and 
replacement,  came  up  for  discussion.  One  way  of  constructing  such 
a  scheme  would  be  to  limit  it,  firstly,  to  industrial  enterprises  that 
employ  300  or  more  persons  and  are  likely  to  remain  covered  by  the 
restrictive  provisions  of  the  Industrial  Disputes  Act.  To  avoid  the 
moral  hazard  of  offering  benefits  to  those  employed  for  short 
periods,  a  minimum  eligibility  of  five  years  service  could  be  stipu¬ 
lated.  Contributions  and  benefits  can  be  linked  to  pay  with  payroll 
deductions  for  employers  and  employee  contributions.  Since  the 
benefit  from  employment  adjustment  is  economy-wide,  there  can  be 
a  proportionate  government  contribution  too.  Funds  with  interest 
can  become  payable  at  normal  retirement  unless  a  beneficiary  requires 
benefits  because  of  displacement.  While  detailed  actuarial  calcu¬ 
lations  would  be  required  for  such  a  plan,  the  arithmetic  would  not 
be  very  different  from  gratuity  calculations.  A  6  per  cent  contribution 
(1  per  cent  by  employee,  2  per  cent  by  employer,  and  3  per  cent  by 
government)  with  a  lock-in  period  of  five  years  can  augment  the 
fund  to  a  level  that  it  is  able  to  disburse  to  those  that  require  benefits, 
say  10  per  cent  of  the  covered  employees,  benefits  equal  to  the  last 
drawn  pay  for  the  first  year  of  displacement,  with  reductions  of  10 
per  cent  each  year  thereafter,  for  a  period  of  five  years.  The  fund 
could  be  jointly  managed  by  the  social  partners  through  a  new  form 
of  market  institution.  Such  an  institution  could  function  as  an 
enterprise  structurally  unaligned  with  government,  employers  or 
employees.  Its  equity  could  be  jointly  held  by  government,  banks, 
and  other  financial  institutions,  including  mutual  funds,  employers' 
organizations,  and  workers'  organizations. 

This  new  national  institution  with  a  network  of  centres,  supported 
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by  a  council  of  experts  from  diverse  disciplines  at  its  various  centres, 
could  also  take  on  additional  dimensions: 

1  By  functioning  as  a  forum,  platform,  and  clearing  house  of  ideas, 
information  and  analysis  on  all  aspects  of  industrial  restructuring 
and  labour  markets; 

2  By  providing  technical  support  to  the  social  partners  to  facilitate 
restructuring  at  macro,  meso  and  micro  levels  based  on  informa¬ 
tion,  expertise  and  accumulated  experience; 

3  By  active  diffusion  of  restructuring  expertise  and  perspectives,  to 
build  more  confidence  among  social  partners; 

4  By  offering  turnkey  restructuring  services  to  the  social  partners  at 
enterprise  level  and  promoting  and  conducting  joint  studies  by 
social  partners  on  specific  aspects  of  restructuring; 

5  By  working  for  the  creation  of  new  interfaces  and  new  market 
institutions,  nationally  and  globally; 

6  By  functioning  as  an  intermediary  between  client  systems  and 
lending  institutions  and  the  NRF  to  develop  restructuring  plans 
for  enterprises. 

Since  the  role  of  such  an  institution  would  evolve  from  its 
authority,  based  on  skill  and  information  and  the  idea  of  social 
partnership  (which  is  missing  if  the  same  functions  are  discharged 
by  private  consultancy  firms),  it  need  not  be  vested  with  any  judicial 
or  executive  authority.  Therefore  it  would  also  not  suffer  from  the 
infirmities  that  surround  executive  and  judicial  authorities  in  res¬ 
ponding  to  the  market  process  together  with  social  policy.  Austria, 
Sweden  and  Germany  have  successfully  experimented  with  variants 
of  such  an  institution. 

Consumers  and  the  social  dialogue 

The  tripartite  frame  of  the  ILO  that  inspired  the  ILC  and  STC  in  India 
provides  representation  only  to  employers,  workers,  and  govern¬ 
ment,  to  the  exclusion  of  nearly  88  per  cent  of  the  population.  Any 
income  policy  or  social  policy  discussion  that  directly  interests  con¬ 
stituents  in  tripartite  fora  excludes  the  majority  of  the  population 
from  being  represented  for  a  discussion  on  consumption  policy  -  a 
matter  of  life-and-death  significance  to  them.  If  the  tripartite  frame 
were  to  be  expanded  to  cater  for  explicit  representation  for  a  fourth 
constituent,  consumers,  the  social  dialogue  would  be  more 
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meaningful.32  The  job  classification  'animator',  used  by  social  workers, 
poignantly  and  succinctly  captures  the  plight  of  large  masses  of 
people  awaiting  inclusion.  Their  economic  and  social  exclusion, 
together  with  political  inclusion  based  on  universal  adult  suffrage, 
poses  a  potentially  explosive  challenge  to  institutions  and  market 
structures.  The  analysis  presented  by  Burle  de  Figueiredo  and 
Rodgers,  postulating  a  strucural  relationship  between  labour  market 
status  and  poverty,  supports  the  view  that  greater  attention  be  given 
to  labour  market  heterogeneity.33  This  has  serious  implications  for 
popular  support  for  economic  reforms  and  social  policy. 

The  enormity  of  risks  and  costs  associated  with  structural  adjust¬ 
ment  may  be  reduced  if  actors  in  the  drama  develop  a  better  under¬ 
standing  of  the  power  dynamics  between  them  and  the  linkage 
between  economic  and  non-economic  processes,  particularly  the 
power  of  institutions  as  market  structures  change. 


Conclusions 

India's  experience  in  the  development  of  the  labour  market  involved 
considerable  emphasis  on  social  consensus  and  institutions  within 
the  construct  of  social  policy  with  limited  resources.  It  showed  that 
democratic  institutions  and  economic  reforms  need  not  work  against 
each  other.  Much  remains  to  be  done,  but  the  smooth  transition  to 
the  new  economic  regime  in  less  than  three  years  is  the  first  World 
Bank-IMF  structural  adjustment  programme  in  which  growth  has 
been  sustained  without  the  spectre  of  Latin  American  inflation  levels 
or  African  hunger  and  strife.  The  remarkable  resilience  of  consultative 
institutions  that  participated  in  this  experience  augurs  well  for  the 
scope  of  informed  consultation  in  India  and  elsewhere. 

The  discussion  on  developing  the  labour  market  in  the  context  of 
rapid  restructuring  induced  by  global  processes  is  an  ongoing  one. 
The  futile  search  for  national  or  regional  solutions  to  global  problems, 
like  full  employment,  engendered  by  the  compartmentalization  of 
the  world  economy,  sparks  zero-sum  games.  We  can  only  hope  that 
political  progress  will  be  increasingly  prospected  in  human  develop¬ 
ment  terms  and  that  new  forms  of  international  cooperation  will 
develop  to  meet  the  challenges  of  our  times. 
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4  This  figure  differs  from  the  labour  force  figure  of  332  million  in  1987-8 
reflected  in  the  National  Sample  Survey  (NSS)  quinquennial  survey. 
Population  census  figures  are  more  reliable  and  recent  than  sample 
surveys  based  on  small  samples.  Besides,  NSS  data  seriously 
overestimate  female  employment  which  is  considerably  less  than  33  per 
cent  of  total  employment.  'Main  workers'  are  defined  as  those  engaged 
in  any  economically  productive  activity  for  183  days  or  more  in  a  year 
and  'marginal  workers'  as  those  who  have  worked  for  anytime  less  than 
183  days.  If  we  assume  that  the  census  and  NSS  figures  are  both 
accurate,  the  increased  participation  of  young  persons  in  the  age  cohorts 
15  to  29  in  education  must  be  interpreted  as  a  form  of  disguised 
unemployment.  It  is  incorrect  to  interpret  the  convergence  of  usual 
status  and  daily  status  unemployment  rates  as  evidence  of  decline  in 
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The  Role  of  the  Private  Sector 
in  Employment  Creation 
in  Nigeria 

-UDO  UDO- AKA  - 


A  world  in  which  visible  and  perceptible  progress  towards  solving 
employment  problems  is  not  made,  will  become  an  increasingly 
dangerous  and  uncomfortable  world  for  everybody,  including  the 
people  of  the  rich  countries.1 

The  above  statement  is  both  profound  and  prophetic,  and  underscores 
the  importance  of  the  theme  of  this  book.  The  statement  is  prophetic 
and  incontrovertible  because  today,  two  decades  after  it  was  made, 
employment  problems  the  world  over  have  reached  dangerous  and 
very  uncomfortable  levels,  and  no  country  seems  to  be  immune  to 
them.  The  purpose  of  this  chapter  is  to  discuss  the  contribution  of  the 
private  sector  to  employment  creation  in  Nigeria.  In  order  to  put  the 
discussion  in  a  proper  context,  major  operative  concepts  are  defined 
and  the  economic  environment  within  which  the  private  sector 
operates  is  reviewed.  The  role  of  the  private  sector  in  promoting 
national  development  and  the  employment  implications  of  national 
development  strategies  and  policies  are  analysed.  The  chapter  uses 
data  from  secondary  sources.  Much  of  the  data  from  official  sources 
has  been  based  on  estimates  from  sample  surveys. 

Nigeria  is  strategically  located  on  the  shores  of  the  Gulf  of  Guinea 
along  the  west  coast  of  Africa.  It  covers  an  area  of  923,768  square 
kilometres,  3  per  cent  of  the  continental  land  mass.  It  has  a  tremendous 
diversity  in  climate,  soil  conditions  and  population  density  on  arable 
land.  Nigeria  is  about  the  tenth  most  populous  country  in  the  world, 
and  by  far  the  most  populous  in  Africa.  The  1963  census  put  the 
Nigerian  population  at  55.7  million,  with  the  official  rate  of  growth 
of  2.5  per  cent.  Nigeria  has  had  a  bad  record  regarding  the  census. 
For  almost  three  decades,  there  has  not  been  firm  knowledge  of  the 
nation's  population  or  that  of  its  component  parts.  Though  some 
characteristics  of  the  population  can  be  estimated  through  sample 
survey,  the  size  of  the  population  cannot. 
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After  almost  30  years,  the  1991  census  put  the  population 
provisionally  at  88.5  million.  The  population  mix  is  50.32  per  cent 
male  and  49.68  per  cent  female.  About  48  per  cent  of  this  population 
is  under  15  years  of  age,  reflecting  a  high  dependence  ratio.  About 
49  per  cent  of  the  population  is  in  the  working  age  bracket  of  15-64 
years,  and  the  senior  citizens  (65  years  and  above)  constitute  3  per 
cent.  It  is  estimated  that  the  country's  urban  population  is  25  per 
cent.  The  estimated  annual  population  growth  rate  is  2.8-3.3  per 
cent.  The  estimated  size  of  the  workforce  is  based  on  76  per  cent  of 
the  population  of  people  in  the  15-64  age  bracket.  Using  the  1991 
provisional  census  figures,  the  workforce  can  be  put  at  about  32.96 
million,  and  can  be  expected  to  rise  considerably  by  the  year  2000. 
The  challenge  of  creating  employment  for  such  a  large  number  of 
people  is  enormous. 

Before  the  1991  census,  the  United  Nations  had  estimated  and 
projected  the  population  of  Nigeria  up  to  the  year  2020  as  shown  in 
Table  9.1. 


TABLE  9.1 

Estimated  and  projected  Nigerian  population  1990-2020  (in  thousands) 


Year 

Male 

Female 

Total 

1980 

39,831 

40,725 

80,555 

1985 

47,127 

48,072 

95,198 

1990 

56,117 

57,172 

113,343 

1995 

67,198 

68,253 

135,451 

2000 

80,412 

81,518 

161,930 

2010 

113,172 

114,367 

227,539 

2020 

150,224 

151,548 

301,773 

Source:  UN  World  Population  Prospects  1984. 


The  rapid  population  growth  has  serious  implications  for  the 
economy  and  affects,  among  other  things,  the  supply  of  labour.  The 
growth  of  the  labour  force  depends  upon  the  rate  of  growth  of  the 
population  of  people  of  working  age  and  upon  the  participation  rate. 
Labour  force  participation  rate  is  the  proportion  of  people  in 
different  sex  and  age  groups  who  are  either  employed,  or  seeking 
work,  or  available  for  work.  In  addition  to  population  growth  and 
labour  force  participation  rates,  the  supply  side  of  the  employment 
equation  is  also  affected  by  migration,  education  and  the  develop¬ 
ment  of  skills.  On  the  demand  side  of  the  population  equation, 
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expansion  of  output  is  the  major  determinant  of  employment 
creation.  It  is  influenced  by  the  labour  intensity  of  technology  used, 
productivity  increase,  various  structural  factors  and  the  way  avail¬ 
able  work  is  distributed. 


The  concept  of  employment 

What  is  meant  by  employment  -  one  of  the  major  operative  concepts 
in  this  discussion  -  in  the  Nigerian  context?  Employment  is  simply 
putting  people  to  work  or  making  people  productive. 

There  are  three  categories  of  employment:  people  are  put  to  work 
either  as  wage  earners,  as  unpaid  family  workers,  or  as  workers  on 
their  own  account.  The  wage  is  the  standard  form  of  payment  to 
employees,  and  wage  labour  is  widely  recognized  as  an  important 
barometer  in  economic  management  and  development.  For  most 
countries,  including  Nigeria,  the  general  notion  of  employment 
means  wage  labour.  This  notion  is  misleading  because  it  emphasizes 
the  job  instead  of  opportunities  for  earning  reasonable  income.  In 
this  connection,  the  ILO  once  advised: 

One  should  never  lose  sight  of  the  fact  that  the  vast  majority  of  Nigerian 
workers  are  and  will,  for  the  foreseeable  future,  be  self-employed  or  own- 
account  workers  or  unpaid  household  workers.  Most  of  the  self-employed 
are  found  in  agriculture,  or  in  the  urban  or  rural  informal  sector.2 

There  is  an  emerging  trend  in  the  country  where  wage  earners 
engage  increasingly  in  other  income-generating  activities  outside 
their  regular  full-time  employment.  This  propensity  to  engage  in 
more  remunerative  activities  by  wage  earners  implies  that  their 
existing  employment  does  not  fully  meet  their  expectations.  It  also 
implies  that  an  increasingly  large  number  of  employees  are  under¬ 
utilized. 

However,  employment  in  the  modem  sector  in  Nigeria  is  defined 
as  work  in  large  and  medium-sized  establishments  employing  10  or 
more  persons.  Official  data  on  employment  in  Nigeria  are  based  on 
this  definition. 

The  concept  of  the  private  sector 

The  other  major  operative  concept  in  this  discussion  is  the  private 
sector.  This  is  a  segment  of  the  economy  which  is  owned,  controlled 
and  operated  by  individuals  or  companies  as  opposed  to  state 
ownership,  control  and  management.  Nigeria  has  traditionally 


THE  PRIVATE  SECTOR  AND  EMPLOYMENT  IN  NIGERIA  181 

operated  a  dual  economy  where  private  enterprises  have  co-existed 
with  a  dynamic  public  enterprise  sector  in  a  wide  range  of  economic 
activities.  Over  the  years,  the  Nigerian  government  has  played  a 
very  active  role  in  the  economy  as  an  investor,  partner,  competitor 
and  regulator. 

Government  involvement  in  economic  activities  was  essential  for 
pioneering  national  development,  especially  in  countries  where 
private  investment  capital  and  initiative  were  limited.  The  extent  of 
such  involvement  was  determined  by  the  state  of  national  develop¬ 
ment,  ideological  consideration  or  historical  circumstances.  In 
Nigeria,  the  government  invested  in  virtually  all  sectors  of  the 
economy,  including  agriculture,  banking,  commerce  and  industry, 
insurance,  transportation  (air,  road,  sea),  hotels  and  tourism,  mining 
and  broadcasting.  These  are  all  activities  which  private  investors  are 
engaged  in,  and  which  generally  operate  more  efficiently  than  the 
public  sector. 

The  private  sector  in  Nigeria  is  made  up  of  indigenous  and 
foreign-owned  companies.  There  are  joint  ventures  between  foreign 
companies  and  indigenous  private  companies  as  well  as  between 
foreign  companies  and  the  public  sector.  At  independence,  the 
private  sector  of  the  Nigerian  economy  was  dominated  by  foreign 
private  ownership.  In  1965,  foreign  private  ownership  of  enterprises 
was  estimated  at  62  per  cent  of  total  ownership,  and  85  per  cent  of 
total  private  ownership  in  the  manufacturing  sector.  On  the  eve  of 
the  Nigerian  Enterprises  Promotion  Decree  in  1972, 60  per  cent  of  the 
shareholdings  of  all  businesses  was  in  the  hands  of  foreign 
investors.3  The  ownership  structure  of  businesses  has  implications 
for  employment  creation  in  Nigeria,  especially  in  the  use  of  expat¬ 
riate  personnel,  which  foreign-owned  companies  prefer. 

In  order  to  change  the  structure  of  ownership  of  private  enter¬ 
prises,  the  Nigerian  government  in  the  1970s  adopted  a  compre¬ 
hensive  strategy  for  promoting  the  involvement  of  Nigerian  citizens 
in  the  ownership  and  control  of  business  enterprises.  This  policy  was 
backed  by  law  -  the  Nigerian  Enterprises  Promotion  Decree, 
popularly  known  as  the  Tndigenization  Decree'  because  it  sought  to 
indigenize  the  ownership  of  private  sector  enterprises.  The  law 
stipulated  certain  lines  of  businesses  to  be  reserved  exclusively  for 
Nigerians,  and  others  in  which  foreigners  could  hold  up  to  40  per 
cent  of  the  shares.  The  law  has  since  been  amended  twice  to  reflect 
changing  circumstances  and  attract  foreign  private  investment.  It  is 
the  tempo  and  level  of  private  sector  investment  that  lead  to 
expanded  domestic  production  and  influence  the  volume  and  type 
of  employment. 
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In  Nigeria,  the  concept  of  private  sector  is  broad  and  covers  a  wide 
spectrum  of  enterprises  commonly  categorized  as  the  organized 
private  sector,  the  unorganized  private  sector,  and  the  informal 
private  sector. 

Many  activities  performed  within  the  organized  private  sector, 
however,  are  also  carried  out  in  the  unorganized  and  informal 
sectors  in  the  urban  and  rural  economies.  These  components  of  the 
private  sector  have  the  greatest  impact  on  employment  in  Nigeria. 
They  accounted  for  70  per  cent  of  the  population  of  the  gainfully 
employed  in  1970  and  &±  per  cent  in  1975.  It  is  estimated  that  own- 
account  workers,  unpaid  apprentices  and  unpaid  household 
workers  still  account  for  over  90  per  cent  of  the  labour  force. 

Many  people  help  to  earn  cash  income  for  the  household  through 
activities  in  the  market  place.  A  lot  of  people,  especially  women,  are 
involved  in  processing,  preserving  and  marketing  foodstuffs.  Even 
children  below  15  are  involved  in  many  economic  activities  in  the 
informal  sector  and  on  the  farms.  In  addition,  many  people  continue 
to  engage  in  some  economic  activities  (long  after  retirement  from 
wage  employment)  until  a  very  old  age.  The  informal  and  un¬ 
organized  private  sectors  are  the  dominant  sources  of  employment 
in  Nigeria.  For  this  reason,  the  measurements  of  the  levels  of  employ¬ 
ment  and  unemployment  are  difficult. 

The  characteristics  of  the  informal  sector  make  its  dominance 
possible.  For  instance,  since  the  markets  are  not  regulated,  entry  is 
quite  easy.  It  is  also  labour-intensive  with  easily  adapted  technology. 
The  skills  requirements  are  acquired  through  apprenticeships  and 
generally  outside  the  formal  education  system.  Operators  in  the 
formal  sector  generally  rely  on  their  own  indigenous  resources.  The 
structure  of  ownership  is  normally  family-based  and  the  scale  of 
operation  is  characteristically  small.  The  informal  sector  operates  in 
very  competitive  markets. 


Employment  policies 

Each  country  has  some  factors  in  its  local  situation  which  are  unique 
and  therefore  require  specific  policy  measures  to  contain  them  in  the 
light  of  national  circumstances.  For  Nigeria,  developing  the  utilization 
of  human  resources  had  long  been  identified  as  a  major  challenge.  The 
high  rates  of  unemployment  and  underemployment,  coupled  with 
the  dearth  of  skilled  and  high-level  manpower,  called  for  clearly 
focused  policy.  Like  other  countries  in  similar  situations,  Nigeria 
always  included  employment  objectives  in  its  development  plans. 
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In  most  developing  countries,  the  private  sector  is  generally  not 
aware  of  national  development  plans,  including  available  invest¬ 
ment  opportunities.  Over  the  years,  Nigeria's  development  plans 
have  been  prepared  in  consultation  with  representatives  of  the 
organized  private  sector  and  labour  unions. 

Some  of  the  key  objectives  of  the  First  National  Rolling  Plan 
1990-2  include: 

1  Attainment  of  higher  levels  of  self-sufficiency  in  food  and  the 
production  of  raw  materials; 

2  Laying  a  solid  foundation  for  a  self-reliant  industrial  develop¬ 
ment; 

3  Creating  ample  employment  opportunities  as  a  means  of  con¬ 
taining  unemployment  problems. 

The  plans  envisaged  a  policy  of  deliberate  creation  of  employ¬ 
ment  in  order  to  eliminate  the  menace  of  youth  unemployment. 
Some  employment-oriented  projects  were  articulated  and  included 
in  the  plans.  The  major  effort  to  reduce  the  level  of  unemployment 
however,  was  through  the  creation  of  income-earning  opportunities 
resulting  from  a  large  public  investment  programme.  At  the  core  of 
the  plans  were  construction  projects  of  one  type  or  another  which 
were  expected  to  absorb  a  large  complement  of  labour  during 
implementation. 

At  the  state  level,  the  employment  objectives  were  to  stimulate  the 
development  and  growth  of  industries,  particularly  labour-intensive 
ones,  with  a  view  to  creating  employment  opportunities.  The  basic 
assumption  of  these  employment  policies  has  been  that  the  rate  at 
which  productive  employment  is  created  depends  on  the  pattern 
and  rate  of  economic  development  and  growth,  and  the  specific 
policy  measures  in  place. 

Commitment  to  the  objectives  of  employment  creation  has  been 
articulated  not  only  in  the  development  plans  but  also  in  the  annual 
budgets.  Even  the  1994  budget  of  the  federal  government  has  as  one 
of  its  goals  'promotion  of  employment  opportunities  to  reduce  the 
currently  high  level  of  unemployment  especially  among  the  youth'. 

There  have  been  several  specific  public  policy  measures  designed 
to  stimulate  employment  creation  by  the  private  sector.  One  such 
policy  measure  is  the  'expatriate  quota  system'  which  considers  and 
approves  the  employment  of  expatriates  by  private  sector  com¬ 
panies  on  condition,  among  other  things,  that  there  are  no  qualified 
Nigerians  available  in  the  particular  skill  type. 

It  is  mandatory  for  construction  companies  seeking  major 
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government  contracts  to  state  the  employment  implications  of  the 
proposed  contracts.  They  must  also  state  their  training  plans  for  the 
development  of  Nigerian  employees.  There  are  policies  to  encourage 
employers  to  employ  some  categories  of  personnel  from  the  catch¬ 
ment  areas  of  their  operation  and  also  to  reflect  the  diverse  character 
of  the  country  in  the  composition  of  their  work-force.  The  Industrial 
Training  Fund  is  a  levy-grant  scheme  designed  to  promote  the 
development  of  skills  in  industries.  All  employers  with  25  or  more 
employees  pay  1  per  cent  of  their  payroll  to  the  fund  and  can  be 
reimbursed  by  up  to  60  per  cent  of  their  contribution  for  the  cost  of 
training  their  Nigerian  employees.  There  is  a  policy  on  the  employ¬ 
ment  of  the  handicapped.  In  fact,  employers  are  expected  to  allocate 
a  certain  percentage  of  their  employment  to  the  handicapped. 

Creation  of  employment  was  a  fundamental  consideration  in  the 
Nigerian  Enterprises  Promotion  Policy,  which  sought  to  indigenize 
not  only  ownership  but  management  and  control  of  the  private 
sector.  The  National  Youth  Service  Scheme  was  designed  to  stem 
graduate  unemployment  through  one-year  compulsory  internships 
with  private  and  public  sector  employers  providing  temporary 
employment.  The  period  of  internship  offers  the  graduates  oppor¬ 
tunities  of  being  assessed  and  possibly  retained  in  permanent 
employment.  The  scheme  also  widens  the  scope  of  the  employment 
market  for  the  graduates. 

The  government  had  long  embarked  on  a  deliberate  policy  of 
promoting  the  development  of  small  and  medium-scale  enterprises 
as  the  foundation  of  industrialization.  It  is  generally  known  that 
these  enterprises  tend  to  be  more  labour-intensive  and  thus  have 
considerable  elasticity  of  industrial  employment. 

The  government  also  established  the  National  Directorate  of 
Employment  in  1987  in  continuation  of  its  commitment  to  tackle  the 
serious  problem  of  unemployment,  especially  among  the  youth, 
fresh  school-leavers  and  young  graduates  of  higher  institutions  of 
learning.  The  strategy  of  the  directorate  has  been  to  recruit  a  large 
number  of  school-leavers  and  train  them  to  become  self-employed. 
The  strategy  has  five  major  components,  namely: 

1  The  Open  Apprenticeship  Programme  in  which  jobless  youths  are 
trained  as  artisans  by  private  sector  enterprises; 

2  The  Small-Scale  Industries  Programme  in  which  self-employed 
youths  are  trained  and  assisted  (with  credit  facilities)  to  set  up 
cottage  industries; 

3  The  Agricultural  Development  Programme  in  which  self- 
employed  farmers  are  developed  and  assisted; 
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4  The  Special  Public  Works  Programme  in  which  government  at  all 
levels  uses  direct  labour  in  carrying  out  general  repairs  and 
maintenance  of  public  buildings  and  highways; 

5  The  organization  of  informal  sector  activities  through  the  forma¬ 
tion  of  producers'  cooperatives. 

Through  its  various  programmes,  the  Directorate  of  Employment 
has  reportedly  created  over  4  million  jobs  since  its  inception.  Though 
the  various  employment-related  policies  have  been  initiated  by  the 
government,  their  implementation  has  usually  involved  the  private 
sector  directly  or  indirectly.  The  impact  of  the  various  policies  on 
employment  creation,  though  enormous,  has  not  been  quantified, 
probably  because  of  the  problems  of  measurement. 


The  economy  and  employment  creation 
in  the  private  sector 

The  Nigerian  economy  has  undergone  transformation  from  a 
colonial  primary  producer  economy  to  one  producing  manufactures 
and  primary  goods.  The  process  of  transformation  involved 
characteristic  shifts  in  the  pattern  of  industrial  output. 

The  momentum  of  growth,  however,  derives  from  the  petroleum 
sector,  which  has  a  small  direct  impact  on  the  bulk  of  the  population. 
As  a  middle-income  oil-exporting  country  with  a  large  domestic 
market,  the  economy  naturally  permits  some  large-scale  economic 
operations  in  the  capital-intensive  industries  needed  to  provide  the 
foundation  for  longer-term  growth. 

Though  such  strategic  core  industries  are  important  to  the 
economy,  private  interest  was  lacking  for  the  most  part,  and  as  a 
result  such  industries  became  the  exclusive  preserve  of  the  public 
sector.  Some  of  the  industries  had  to  be  undertaken  in  joint  ventures 
with  private  sector  and  foreign  private  investors,  since  indigenous 
investors  could  not  provide  the  necessary  capital  and  know-how. 
Unfortunately,  private  sector  investment  in  such  strategic  industries 
has  been  low,  due  to  such  factors  as  preference  for  trading  rather 
than  production,  aversion  to  risk,  lack  of  technical  know-how,  and 
ignorance  of  investment  opportunities. 

The  strategic  industries  projects  were  to  establish  solid  founda¬ 
tions  for  the  country's  industrialization  goals  by  providing  raw 
material  inputs  for  downstream  industries.  They  cover  a  wide 
spectrum  of  industries  ranging  from  steel  and  petro-chemical  com¬ 
plexes  to  fertilizer,  cement  and  paper  mills.  They  have  created 
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employment  opportunities  for  unskilled  workers  in  their  catchment 
areas  and  opportunities  for  the  relatively  skilled  workers  to  practise 
their  skills.  In  spite  of  their  potential,  the  industries  have  consistently 
operated  far  below  installed  capacity. 

The  Nigerian  economy  has  been  in  recession  since  1983.  The 
prevailing  economic  conditions  have  taken  a  toll  on  the  private 
sector  and,  invariably,  on  employment.  The  unemployment  rate 
increased  from  4.3  per  cent  in  1976  to  9.7  per  cent  in  1984  and  12.7 
per  cent  in  1985.  There  was  rampant  retrenchment  in  the  private  and 
public  sectors,  persistent  structural  imbalance  of  the  economy  and 
capital  flight,  all  of  which  paved  the  way  for  the  introduction  of  the 
Structural  Adjustment  Programme  (SAP)  in  1986. 

The  steps  taken  as  part  of  the  SAP  have  also  had  far-reaching  con¬ 
sequences  for  the  economy  at  large,  leading  to  changes  in  consumer 
habits  and  attitudes.  This  stimulated  a  spate  of  activities  in  the 
marketplace.  The  naira  (N)  was  massively  devalued  from  Nl. 57  to 
US$1.00  in  1986,  to  N5  to  $1.00  in  1993,  and  is  now  pegged  at  N22  to 
$1.00.  The  rate  of  inflation  rose  from  10.5  per  cent  in  1987  to  50  per 
cent  in  1989,  and  settled  at  20  per  cent  for  1990.  Inflation  rose  as  the 
naira  depreciated  but,  in  spite  of  that,  a  wage  freeze  was  maintained 
until  December  1990. 

Productivity  in  all  the  major  sectors  was  thus  severely  con¬ 
strained  by  high  and  unstable  interest  rates,  fast  depreciation  of  the 
naira  exchange  rate,  and  high  and  rising  inflation.  These  factors 
combined  to  increase  phenomenally  the  cost  of  imported  raw 
materials  and  final  consumer  goods  while  the  purchasing  power  of 
consumers  continued  to  deteriorate.  The  interplay  of  these  forces 
drastically  affected  domestic  demand,  capacity  utilization  and 
employment  levels. 

In  the  economic  environment  where  capacity  utilization  is 
estimated  to  have  declined  from  40  per  cent  in  1988  to  31  per  cent  in 
1991,  the  preoccupation  of  the  organized  private  sector  is  survival  at 
all  costs  and  not  employment  creation.  If  anything,  in  recent  years 
the  problems  of  employment  and  underemployment,  especially  in 
the  modem  sectors  of  the  economy,  have  been  further  aggravated. 
It  is  estimated  that  the  private  sector  accounts  for  about  20  per  cent 
of  total  employment  while  the  public  sector  (civil  service  and 
parastatals)  accounts  for  about  68  per  cent. 

The  distribution  of  total  employment  by  sector  ownership  is 
shown  in  Table  9.2.  A  combination  of  the  private  and  the  joint 
private/public  sector  accounted  for  about  32  per  cent  of  total 
employment  in  1989,  compared  to  under  30  per  cent  in  1986.  The 
level  of  employment  in  the  private  sector  declined  by  22.6  per  cent 


THE  PRIVATE  SECTOR  AND  EMPLOYMENT  IN  NIGERIA 


187 


between  1986  and  1989,  while  that  in  the  purely  public  sector 
declined  by  17  per  cent  during  the  same  period.  The  level  of  employ¬ 
ment  in  the  joint  private/public  enterprise  category  increased  by  49 
per  cent  during  the  same  period.  On  the  whole,  total  employment 
declined  by  13.87  per  cent  during  the  period. 

The  distribution  of  estimated  total  employment  by  the  industrial 
sector  in  1989  is  shown  on  Table  9.3.  Here  the  community,  social  and 
personal  service  sector  accounted  for  45  per  cent  of  the  estimated 


TABLE  9.2 

Distribution  of  total  employment  by  private  and  public  sector  ownership: 
1986-89 


Number  employed 

1986 

1989 

Type  of  ownership 

Number 

% 

Number 

% 

Purely  private 

243,074 

22.43 

188,127 

20.15 

Joint  private  and  public 

71,662 

6.61 

106,847 

11.45 

Purely  public 

768,969 

70.96 

638,461 

68.40 

Total 

1,083,705 

100.00 

933,435 

100.00 

Source:  National  Manpower  Board,  Report  on  Shuttle  Employment  Enquiries,  1989,  Lagos,  1992,  p. 
23. 


TABLE  9.3 

Distribution  of  estimated  total  employment  according  to  industrial  sector: 
1989 


Sector 

Employees 

% 

Agriculture 

149,760 

5.64 

Mining  and  quarrying 

75,410 

2.84 

Manufacturing  and  processing 

378,650 

14.26 

Electricity,  gas  and  water 

163,570 

6.16 

Building  and  construction 

143,120 

5.39 

Commerce  and  catering 

108,600 

4.09 

Banking,  finance  and  insurance 

223,840 

8.43 

Transport  and  communications 

206,320 

7.77 

Community,  social  and  personal  service 

1,206,030 

45.42 

Total 

2,655,300 

100.00 

Source:  National  Manpower  Board,  op.  cit.,  p.  53. 
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total  employment.  When  this  category  is  combined  with  other 
service  categories  (commerce,  banking  and  transport),  the  services 
sector  accounts  for  some  two-thirds  of  estimated  total  employment. 
This  would  seem  to  confirm  the  assertion  in  the  UNDP/ILO  study 
that: 

In  Nigeria,  the  industries  of  the  modem  sector  are  assigned  the 
responsibilities  for  production  and  development,  while  the  provi¬ 
sion  of  employment  is  regarded  as  the  role  of  services  and  the 
traditional  small  scale  industries.4 

An  examination  of  the  combined  turnover  and  net  profit  of  eight 
quoted  companies  on  the  Nigerian  Stock  Exchange  further  illus¬ 
trates  the  role  of  the  private  sector  in  employment  creation  in 
Nigeria.  Table  9.4  and  Figures  9.1  and  9.2  show  the  combined  total 
turnover,  net  profit  and  employment  in  selected  quoted  companies. 


TABLE  9.4 

Combined  total  turnover,  net  profit  and  employment  for  some  selected 
quoted  companies  in  Nigeria:  1989-93 


1989 

1990 

1991 

1992 

1993 

Turnover 
(in  millions  Naira) 

5,712.4 

7,331.7 

9,403.2 

14,387.0 

23,871.4 

Net  profit 

(in  millions  Naira) 

499.4 

383.6 

469.3 

999.7 

2,506.5 

Employment 

46,260 

48,837 

48,972 

47,614 

50,048 

Source-.  Various  issues  of  annual  reports  and  statements  of  accounts  of  some  selected  quoted 
companies  in  Nigeria. 


The  companies  had  a  combined  turnover  of  N7  billion  and  a  net 
profit  of  about  N500  million  in  1989.  These  figures  increased  three 
and  five  times  to  N3.87  billion  and  N2.5  billion  respectively  in  1993. 
The  impressive  turnover  and  profit  performances  were  not 
accompanied  by  a  significant  increase  in  the  level  of  employment. 
Combined  total  employment  increased  marginally  by  8.2  per  cent 
between  1989  and  1993.  As  part  of  the  survival  strategy,  the  com¬ 
panies  may  have  restructured  their  organizations  and  refurbished 
plants  and  machinery,  thereby  increasing  their  overall  productivity. 
The  workforce  may  have  become  more  productive  as  a  result  of 
intensified  training  and  development. 
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FIGURE  9.1 

Combined  total  turnover  and  net  profit  of  some  selected  quoted  companies 
1989-93  (in  billion)  K 
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FIGURE  9.2 

Combined  total  employment  of  some  selected  quoted  companies,  1989-93 
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TABLE  9.5 

The  employment  situation  in  the  organized  private  sector:  1991-2 


% 

No.  of  companiesNo.  of  employees  returnedincrease  (+)  or 
No.  Industrial  group  making  returns  1991  1992  decrease  (-) 


1 

Agriculture  and 
allied  industries 

4 

614 

657 

+7.00 

2 

Banking,  insurance  & 
related  financial 
institutions 

37 

38,936 

39,096 

+0.41 

3 

Footwear,  leather  & 
rubber  industry 

12 

4,086 

4,351 

+6.49 

4 

Textile,  garment  & 
tailoring  industry 

14 

6,721 

5,783 

+13.96 

5 

Shipping,  shipping 
agencies,  clearing  & 
forwarding 

15 

5,812 

8,623 

+48.37 

6 

Chemical  &  non- 
metallic  products 

81 

34,857 

36,810 

+5.60 

7 

Petroleum  &  natural  gas 

38 

16,566 

17,501 

+5.64 

8 

Automobile,  boatyard 
&  related  equipment 

22 

16,439 

15,862 

-3.51 

9 

Iron  &  steel 

10 

7,646 

7,523 

-1.61 

10 

Air  transport 

11 

1,472 

1,687 

+14.61 

11 

Furniture,  fixtures  & 
woodworking 

6 

5,123 

5,131 

+0.16 

12 

Building  and  civil 
engineering 

14 

5,277 

6,781 

+28.50 

13 

Food,  beverages  &  tobacco 

37 

32,636 

32,787 

+0.46 

14 

Shop  and  distributive  trades 

39 

23,658 

22342 

-5.56 

15 

Metal  products 

26 

6,199 

6,006 

+3.11 

16 

Assocn  of  Nigerian  printers 

8 

3,652 

3,994 

+9.36 

17 

Paper  and  paper  board 

12 

6,855 

6,968 

+1.65 

18 

Hotel  and  personal  services 

6 

2,491 

2,484 

-0.28 

19 

Seafaring  and  water  transport 

5 

1,192 

1,162 

-2.52 

20 

Metallic  and  non-metallic  mines 

3 

1,165 

1,073 

-7.87 

21 

Recreational  services 

2 

371 

371 

0.00 

22 

Advertising 

3 

589 

699 

+18.68 

23 

Training,  education  & 
consultancy 

5 

567 

647 

+14.11 

24 

Other  services  (legal,  medical) 

2 

24 

24 

0.00 

TOTAL 

412 

222,948 

228362 

2.43 

Source:  NECA  Report. 
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The  employment  situation  in  the  private  sector  is  illustrated 
equally  well  by  a  NECA  survey  as  presented  in  Table  9.5.  Though 
the  number  of  companies  which  responded  to  the  survey  and  were 
covered  in  the  report  was  relatively  small,  the  data  confirmed  the 
fact  that  the  unfavourable  economic  business  environment  in 
Nigeria  has  taken  a  toll  on  employment  creation  by  the  private 
sector.  Any  increases  were  in  the  service  sub-sectors  and  were  very 
marginal,  for  the  reasons  already  given. 

It  is  pertinent  to  show  the  level  of  employment  of  women  in  the 
private  sector.  Table  9.6  shows  the  percentage  distribution  of 
employees  by  sex  and  industry  between  1986  and  1988.  Male  and 
female  employees  have  generally  maintained  their  relative  positions 
in  the  various  industries.  The  participation  of  female  employees 
increased  between  1-2.5  per  cent  in  mining  and  quarrying,  banking, 
finance  and  insurance.  Interestingly,  the  percentage  of  female 
employees  in  agriculture  and  forestry,  as  well  as  commerce  and 
catering,  declined  slightly  during  the  period.  Though  marginal,  the 
decline  is  interesting  because  these  are  sectors  which  traditionally 
attract  the  highest  percentages  of  women. 


TABLE  9.6 

Percentage  distribution  of  employees  by  sex  and  industry,  1986-8 


Industrial  sector 

1986 

Male  Female 

1987 

Male  Female 

1988 

Male  Female 

Agriculture  &  forestry 

84.30 

15.70 

84.94 

15.06 

86.00 

14.00 

Mining  &  quarrying 
Manufacturing  & 

87.79 

12.21 

86.39 

13.61 

86.64 

13.36 

processing 

90.78 

9.22 

90.91 

9.09 

90.58 

9.42 

Electricity,  gas  &  water 

91.82 

8.18 

91.95 

8.05 

91.60 

8.40 

Building  &  construction 

94.45 

5.55 

94.54 

5.46 

94.78 

5.22 

Commerce  &  catering 
Transport  & 

82.15 

18.57 

83.08 

16.92 

83.53 

16.47 

communications 
Banking,  finance, 
insurance,  business 

91.43 

8.57 

91.07 

8.93 

90.76 

9.24 

service 

Commercial,  social  & 

79.32 

20.68 

77.87 

22.13 

76.80 

23.20 

personal  service 

77.14 

22.86 

77.29 

22.71 

76.34 

23.66 

Source:  Compiled  from  National  Manpower  Board,  op.  cit.,  p.  28. 


The  participation  of  women  in  the  electricity,  gas  and  water 
industries  increased  slightly,  but  significantly  because  of  the  technical 
nature  of  the  industries.  Another  industry  in  which  women  have 
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made  increased  inroads  is  transport  and  communication.  Again, 
increasing  employment  of  women  in  industries  which  hitherto  were 
male-dominated  reflects  the  general  awareness  and  interests  of 
women  in  the  various  professions  and  fields  of  endeavour. 


TABLE  9.7 

Percentage  distribution  of  job  vacancies  by  industry 


1986 

1987 

1988 

1989 

Agriculture  &  forestry 

5.34 

9.74 

10.14 

9.42 

Mining  &  quarrying 

10.00 

8.00 

10.22 

10.21 

Manufacturing  &  processing 

8.78 

7.51 

7.26 

2.94 

Electricity,  gas  &  water 

15.93 

15.13 

11.58 

10.83 

Building  &  construction 

2.23 

3.50 

4.72 

2.48 

Commerce  &  catering 

5.87 

10.22 

12.28 

2.34 

Transport  &  communications 
Banking,  finance,  insurance. 

2.84 

3.26 

4.80 

4.12 

business  service 

Commercial,  social  &  personal 

1.87 

2.21 

2.57 

0.97 

service 

8.70 

8.82 

9.99 

10.33 

Source:  National  Manpower  Board. 


Table  9.7  shows  the  trend  in  the  percentage  distribution  of  job 
vacancies  in  the  various  industrial  sectors.  The  percentages  are  based 
on  100  per  cent  of  established  employee  positions  in  the  various 
industrial  sectors.  There  is  a  consistent  decline  in  the  number  of  job 
vacancies  which  is  very  significant  in  the  manufacturing  and  pro¬ 
cessing  as  well  as  commerce,  banking  and  finance  sectors.  These 
sectors  have  been  the  worst  hit  by  the  economic  circumstances  of  the 
country,  as  we  have  seen. 

TABLE  9.8 

National  employment  rates,  1986-91 


Annual  average  rates 


Year 

Composite 

Urban 

Rural 

1986 

5.7 

9.8 

4.8 

1987 

6.2 

9.8 

5.2 

1988 

4.7 

8.1 

4.3 

1989 

4.2 

8.4 

3.3 

1990 

3.4 

5.7 

2.8 

1991 

4.1 

5.7 

3.7 

Average,  1986-91 

4.7 

7.9 

4.0 

Source:  Computed  from  data  obtained  from  the  Federal  Office  of  Statistics. 
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Unemployment  and  underemployment  have  been  matters  of 
serious  concern  in  Nigeria  since  independence.  As  has  been  empha¬ 
sized  in  this  chapter,  the  various  development  plans  and  budgets 
have  consistently  included  employment  objectives.  Table  9.8  shows 
the  national  unemployment  rates  between  1985  and  1991.  There  is  a 
lot  of  debate  about  the  unemployment  statistics  which  do  not  seem 
to  reflect  the  magnitude  of  the  problem  of  unemployment  in  the 
country. 


Conclusion 

In  this  chapter,  the  evolution  of  the  private  sector  and  its  significance 
in  Nigeria's  development  have  been  highlighted.  It  has  been  shown 
that  the  government  has  played  the  role  of  a  catalyst  in  the 
development  of  industries  through  massive  investment  in  a  wide 
range  of  strategic  and  non-strategic  industries.  In  addition,  as  would 
be  expected,  the  public  sector  has  played  a  major  role  in  employment 
creation,  especially  as  it  assumed  the  welfare  role  of  employer  of  last 
resort.  The  role  generally  increased  the  public  sector  workforce  and 
resulted  in  underemployment.  The  public  sector  is  now  saddled 
with  a  heavy  payroll  burden.  The  socio-economic  circumstances  of 
the  economy  are  changing,  but  government  will  remain  the  largest 
employer  of  labour  until  the  private  sector  is  more  fully  developed. 

As  the  economy  developed  over  the  years,  all  services  expanded 
as  part  of  the  process  of  modernization  of  the  traditional  society  and 
economy.  In  the  process,  employment  opportunities  have  been 
created  for  unskilled  and  semi-skilled  workers.  A  variety  of  public 
policies  have  also  been  used  to  stimulate  employment  creation  in  the 
private  sector  which  over  the  years  has  been  confronted  with  a  wide 
range  of  challenges  in  the  Nigerian  environment.  The  economy  has 
witnessed  policy  inconsistencies,  political  uncertainties,  poor  infra¬ 
structure,  industrial  unrest,  and  unprecedented  levels  of  inflation. 
All  of  these  have  combined  to  produce  an  unattractive  business 
environment  and  climate. 

Unemployment  is  a  reflection  of  the  level  of  economic  activity.  It 
is  an  indication  that  the  economy  is  working  below  capacity.  It  has 
been  shown  that  the  core  industrial  enterprises  (promoted  and 
financed  by  the  government)  and  the  private  sector  enterprises 
operate  far  below  installed  capacity.  Given  the  prevailing  difficult 
economic  environment,  the  private  sector  is  preoccupied  with 
survival,  and  cannot  realistically  be  expected  to  prioritize  employ¬ 
ment  creation.  A  country  which  is  in  need  of  rapid  development 
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should  not  allow  its  human  resources  to  remain  idle.  Employment 
creation  is  not  merely  job  creation  or  a  numbers  game.  Attention  has 
to  be  paid  to  the  quality  of  the  labour  supply  in  order  to  match  the 
qualities  demanded  by  the  labour  market.  This  calls  for  the  develop¬ 
ment  of  better  techniques  for  projecting  manpower  requirements  by 
occupations,  and  for  the  provision  of  resources  for  vocational  training 
on  a  systematic  and  coordinated  basis. 

The  informal  private  sector  has  and  will  remain  the  largest 
employer  of  last  resort  for  the  foreseeable  future.  Unfortunately  this 
perpetuates  poverty  and  hampers  the  development  of  the  economy. 
In  this  sector,  there  is  considerable  underemployment,  particularly 
in  the  overcrowded  service  occupations  in  the  urban  centres. 
Unfortunately,  this  is  no  information  or  estimate  of  the  number 
involved.  Some  of  the  underemployed  should  be  transferred  to  more 
productive  and  remunerative  work. 

There  is  considerable  scope  for  stimulating  employment  in  the 
private  sector  when  the  economy  improves  and  capacity  utilization 
is  increased.  The  private  sector  contributes  significantly  through 
skills  development,  job  training  and  general  upgrading  of  the  labour 
force.  In  this  connection,  it  should  be  observed  that  the  skill  levels  of 
employees  in  the  multinational  joint  venture  companies  tend  to  be 
higher  than  those  of  indigenously  owned  companies,  including  public 
enterprises. 

The  number  of  jobs  in  industry  can  be  increased  by  encouraging 
the  selection  not  only  of  labour-intensive  technologies,  but  also  of 
labour-intensive  products.  There  is  a  need  for  a  balance  between 
large-scale  capital  intensive  industries  on  the  one  hand  and  labour- 
intensive  industries  on  the  other.  There  is  also  a  need  for  a  balance 
between  generating  employment  and  achieving  the  strong  and  well- 
balanced  industrial  structure  required  for  longer  term  growth. 

NOTES 

1  Mouly,  J.  and  E.  Costa  (1974),  Employment  Policies  in  Developing  Countries, 
George  Allen  &  Unwin,  London. 

2  ILO  (1981),  First  Things  First:  Meeting  the  Basic  Needs  of  the  People  of 
Nigeria,  JASPA,  Addis  Ababa. 

3  Teriba,  Edozien  &  Kayode  (1972,)  'Some  aspects  of  ownership  and 
control  structure  of  business  enterprises  in  development:  the  Nigerian 
case',  Nigerian  Journal  of  Social  &  Economic  Studies,  14, 1  (March). 

4  Mouly  and  Costa  (1974),  op.  cit. 
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Women  Entrepreneurs 
in  Tanzania:  a  Path 
to  Sustainable  Livelihood1 

-MARJA-LIISA  SWANTZ- 


Women's  entrepreneurship  is  central  to  the  economic  development 
of  Africa,  yet  women  are  still  treated  as  'targets'  requiring  integration 
into  the  mainline  economies  rather  than  as  significant  actors  in  their 
own  right.  Women's  economic  activity  has  increased  significantly 
under  the  economic  pressures  the  continent  has  experienced  during 
the  past  decade,  but  such  activity  is  often  informal  and  remains 
small-scale.  Specific  case  studies  and  surveys  in  recent  years  have 
revealed  rapid  growth  in  both  the  numbers  of  people  earning  their 
incomes  from  informal  economic  activities  and  the  percentage  of 
household  incomes  which  originate  in  the  informal  sector.  They  also 
provide  evidence  that  women's  contributions  have  been  more  sig¬ 
nificant  in  this  domain  than  men's.  Traditional  economic  surveys 
include  only  a  handful  of  women  because  of  the  informality  of 
women's  businesses.  Women's  critical  role  in  sustaining  modern 
African  livelihood  must  nonetheless  be  recognized,  understood  and 
factored  into  national  development  strategies. 

This  chapter  is  based  on  the  experience  of  the  author  over  the  last 
30  years  in  urban  and  rural  environments  in  different  parts  of 
Tanzania,  and  on  data  collected  in  the  city  of  Dar  es  Salaam,  the 
towns  of  Arusha,  Moshi,  Mwanga  and  Mtwara,  and  rural  markets  in 
the  Kilimanjaro,  Dar  es  Salaam,  Coast,  Mtwara  and  Lindi  regions  of 
south-eastern  Tanzania.  I  discuss  the  scale  and  form  of  women's 
economic  and  social  activity  in  relation  to  the  formal  system  of  pro¬ 
duction  and  employment,  making  some  comparisons  with  historical 
experience  in  Europe,  and  with  small-scale  and  non-formal  economic 
activities  in  other  societies.  Women  entrepreneurs  in  Tanzania,  on 
whom  I  focus,  can  correctly  be  referred  to  as  'micro-entrepreneurs'.  I 
argue  that  women's  small-scale  economic  activity  is  much  more  than 
an  'inefficient  way  of  doing  business'.  It  has  its  own  rules,  relations 
and  support  systems  through  which  networks  and  social  safety  nets 
propel  the  economy.  I  address  the  ways  service  activities  complement 
income  generation.  Informal  economies  do  contribute  to  people's 
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livelihood  in  general,  but  life  does  not  consist  only  of  economic 
activities.  Sustained  livelihood  cannot  be  narrowed  to  purely  eco¬ 
nomic  functions  in  any  society,  and  even  less  so  in  societies  which 
do  not  fully  provide  organized  social  services  or  maintain  a  well- 
developed  infrastructure. 

The  African  Employment  Report  1992  reports  that  62.5  per  cent  of 
the  informal  urban  labour  force  were  women.  In  Tripp's  study  on  the 
urban  informal  economy  in  Dar  es  Salaam  in  1988,  66  per  cent  of 
those  sampled  turned  out  to  be  self-employed  women  and  90  per 
cent  of  household  incomes  were  generated  in  the  informal  sector. 
Other  surveys  by  Kulaba  and  Tibaijuka  revealed  similar  figures.2 

Employment  and  production  figures  available  for  Africa  are 
generally  rough  estimations,  and  calculations  of  women's  contri¬ 
butions  to  national  production  figures  are  even  rougher.  The  figures 
from  Endale,  computed  from  the  ILO/JASPA  report  of  1989,  give  a 
low  of  20  per  cent  for  informal  sector  employment  within  the  total 
labour  force  and  of  51.2  per  cent  within  the  urban  labour  force.3  The 
inaccuracy  of  statistical  data  is  obvious  to  anyone  who  has  closely 
observed  how  the  data  are  usually  collected.  The  potential  for  growth 
of  micro-scale  informal  business  is  considered  too  small  to  merit  the 
labour,  so  women's  participation  in  it  becomes  misrepresented.  Yet 
women's  role  in  sustaining  livelihood  in  today's  Africa  can  hardly 
be  overestimated. 

This  essay  is  an  attempt  to  'meet  reality  on  the  ground'  -  a  phrase 
used  by  Professor  Claude  Ake  of  Nigeria  in  his  recent  lecture  in 
Finland.4 1  question  the  applicability  of  'employment'  as  the  central 
conceptual  key  to  solving  the  poverty  problem  in  Africa.  I  doubt 
whether  women's  economic  and  social  contributions  can  be  recog¬ 
nized  and  analysed  if  mainline  economics  uses  a  framework  which 
dismisses  women's  mode  of  engaging  in  business,  service  and  work. 
The  relationship  with  state  authorities  is  another  problematic  area  in 
carrying  out  small-scale  economic  activities.  If  the  role  of  the  govern¬ 
ment  in  relation  to  citizens  is  narrowed  to  extracting  revenue  and 
controlling  citizens'  actions,  instead  of  supporting  and  serving  them 
and  recognizing  their  economic  and  social  contribution,  a  conflict 
relationship  develops.  In  Tanzania  this  antagonism  developed  into 
quiet  defiance  and  resistance  toward  unrealistic  policies. 

In  nineteenth-century  Europe,  we  find  useful  similarities  with 
current  processes  in  the  informal  sector.  Historical  studies  have 
shown  that  in  European  economic  history  there  might  have  been 
options  apart  from  those  which  were  chosen.  Can  we  leam  something 
from  the  unutilized  alternatives,  or  might  there  indeed  be  other 
options  for  today's  Africa  which  might  better  serve  the  people. 
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options  which  to  some  extent  depart  from  the  uniform  economic 
concepts  and  measures,  and  consequently  also  strategies,  which  con¬ 
tinue  to  be  applied  globally. 

While  no  country  can  isolate  itself  from  the  world  economic 
system  and  organize  its  economy  independently  from  the  rest  of  the 
world,  it  is  also  true  that  by  conforming  to  the  economic  logic  of  the 
powerful,  the  economically  weak  lose  the  advantage  of  being  small 
and  acting  small.  Villagers  and  the  urban  poor  cannot  organize  their 
lives  in  response  to  distant  world  centres;  they  can  live  only  by  their 
own  means  and  within  the  scale  of  their  resource  base.  Economies 
should  be  developed  with  more  space  and  thought  attached  to  local 
economic  circuits  and  more  control  given  to  local  people.  Women 
are  the  most  active  players  in  such  circuits.  Comparisons  can  be  made 
with  cases  in  history  and  with  small-scale  and  informal  economies 
today  which  are  mushrooming  in  all  developing  societies  and  also 
in  industrial  countries. 

Tanzanian  women's  road  to  entrepreneurship 

Female  entrepreneurial  activity  has  ignited  and  grown  at  varying 
rates  throughout  Tanzania  since  colonial  days.  Women  have  always 
played  an  important  economic  role,  but  when  they  began  turning 
their  productive  activities  into  cash  it  changed  their  position  in  the 
family  and  society.  Paradoxically,  agricultural  activity  in  urban  areas 
has  grown  dramatically  while  younger  women's  agricultural  pro¬ 
ductive  labour  in  rural  areas  has  decreased,  a  fact  which  has  not  been 
examined  closely  enough  when  assessing  slow  growth  in  agri¬ 
cultural  production. 

As  long  as  rural  life  was  based  on  a  traditional  division  of  labour 
women  worked  in  the  fields  as  part  of  their  obligation  to  feed  their 
families.  Once  colonial  governments  introduced  a  cash  economy  into 
African  societies,  women's  labour  was  used  to  subsidize  commodity 
production  for  export.  When  commodity  prices  fell  in  the  world 
market  and  income  from  principal  cash  crops  like  coffee  could  no 
longer  satisfy  the  cash  needs  of  the  growers,  women  became  engaged 
in  other  methods  of  income  generation.  In  coffee-growing  areas  like 
Kilimanjaro  grade  cows,  poultry  and  piggeries  became  an  important 
source  of  cash  for  large-  and  middle-income  families.  With  the 
increasing  scarcity  of  imported  goods,  trade  across  the  Kenyan 
border  introduced  more  women  to  trading  opportunities.  This  also 
became  evident  in  the  neighbouring  Pare  mountains  where  women 
extended  their  market  activities  from  their  local  markets  to  Arusha 
and  Moshi,  and  in  the  south  as  far  as  Muheza  and  Tanga.5 


198  LABOUR  MARKET  POLICIES:  COUNTRY  CASE  STUDIES 

Cash  crops  were  designed  by  the  colonial  agricultural  officers  as 
'men's  crops'  and  men  have  held  their  right  to  them  since.  In  coffee¬ 
growing  areas  on  Mount  Kilimanjaro  younger  men  migrated  to  urban 
areas  to  earn  the  cash  they  needed  for  taxes  and  acquiring  a  wife.  In 
their  absence,  women  have  for  decades  done  most  of  the  work 
relating  to  coffee  growing,  from  pruning,  spraying,  picking  and 
shelling  to  transporting  and  selling  the  coffee.  Not  only  did  the  state 
make  use  of  women's  free  labour  in  the  production  of  cash  crops  and 
for  reproducing  the  labour  force,  but  men  also  took  women's  labour 
within  the  households  for  granted.  The  trees  seldom  belonged  to 
women  and  women  could  not  use  the  money  they  received  as  pay¬ 
ment  at  the  cooperative  offices;  instead  they  were  supposed  to  save 
it  for  their  absent  husbands. 

As  long  as  women  could  manage  the  daily  needs  of  their  families 
and  remained  on  the  mountain,  they  consented  to  this  situation.  Girls 
received  education  as  well  as  boys,  however,  and  began  leaving  their 
home  areas  for  towns.  Increasingly  the  farm  work  was  left  to  older 
women  and,  in  wealthier  households,  to  paid  casual  workers.  The 
reverse  side  of  leaving  coffee  production  increasingly  to  women  was 
their  introduction  to  the  market  system  and  consequent  awareness 
of  their  rights  to  income  and  to  the  cash  goods  the  system  made 
available.  Already  in  1975  in  the  Mamba  ward  in  East  Kilimanjaro 
women  had  become  small  entrepreneurs.  They  earned  income  outside 
traditional  coffee  production  and  appeared  on  statistics  as  the 
wealthiest  ward  on  the  entire  mountain.  They  were  prompted  to  earn 
cash  by  the  increasing  land  shortages;  the  average  size  of  the  coffee 
fields  was  smaller  than  in  other  parts  of  the  mountain  at  that  time.6 

When  economic  conditions  deteriorated  at  the  end  of  the  1970s, 
commodities  in  daily  use  such  as  sugar,  soap  and  staple  goods  were 
no  longer  readily  available  for  the  rural  people.  This  scarcity  hiked 
prices  beyond  the  ordinary  woman's  purchasing  capacity.  When  we, 
as  members  of  a  participatory  health  training  seminar  in  1983, 
visited  villages  on  Mount  Kilimanjaro,  villagers  expressed  anger: 
'How  can  you  expect  us  to  cooperate  with  you?  How  can  we  take 
care  of  our  health  according  to  your  rules,  when  we  don't  even  have 
soap  with  which  to  wash  ourselves?'  When  the  shortage  became 
acute,  one  of  the  first  sources  of  income  for  women  was  therefore 
making  soap. 

In  the  same  area,  a  woman  who  sold  coffee  bags  at  the  cooperative 
office  complained  that  the  price  was  far  too  low  to  continue  to  grow 
coffee  profitably.  Consequently,  women  began  uprooting  coffee 
trees  in  defiance  of  the  government.  Women  planted  grass  for  their 
cows  instead,  because  open  grazing  was  impossible  in  their  backyard 
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sheds.  As  Christians  they  did  not  hesitate  to  engage  in  pig  keeping, 
either.  Women  carried  feed  sacks  up  the  mountain  as  they  had 
earlier  carried  grass  cut  for  their  cows.  Now  pick-up  trucks  were 
hired  to  fetch  grass  loads  from  the  plains  where  casual  workers  cut 
the  grass  for  cash. 

The  shamba  (small  field)  work  was  increasingly  left  to  older  women. 
Young  single  women  in  towns,  in  particular,  sent  their  small  children 
to  their  mothers,  adding  to  the  mouths  to  feed  and  the  older  women's 
workload,  even  if  the  children  helped  the  grandmothers  in  doing 
chores  around  the  house  and  with  small  stock.  Women's  remittances 
to  their  parents  on  the  mountain  were  an  anticipated  source  of 
income  for  them.  Women  who  were  obliged  to  stay  on  the  mountain 
soon  had  to  produce  and  process  all  the  food  the  families  consumed. 
Their  daily  walks  down  the  mountain  to  cultivate  maize  and  bean 
fields  on  the  plains  and  cut  grass  for  cattle  with  little  sickles  sur¬ 
passed  the  capacity  of  labour  available.  Men  with  more  cash  hired 
casual  labour  for  maize  cultivation  and  sold  the  produce  straight 
from  the  field.  For  women,  the  surest  way  of  making  the  cash  they 
badly  needed  was  brewing  alcoholic  beverages  both  in  rural  and 
urban  areas.7  In  most  traditional  African  societies  part  of  the  staple 
crop,  be  it  banana,  cassava,  maize  or  millet,  was  turned  into  a 
beverage.  When  women  failed  to  get  the  required  cash  directly  from 
their  husbands,  they  got  it  by  brewing  banana,  grain  or  sugar  cane 
into  beer,  supplying  it  to  the  nearby  beer  joint  or  selling  it  in  their 
backyard.  Beer  has  been  the  single  most  important  income¬ 
generating  activity  for  women  throughout  the  country. 

In  northern  Tanzania,  the  local  market  system  has  been  an  indi¬ 
genous  tradition  for  centuries.  Women  gathered  from  the  neigh¬ 
bouring  areas  to  barter  goods  at  local  markets  on  the  mountain  on 
specified  market  days.  Cash  was  also  introduced  early.  Newly 
circumcised  girls  were  presented  at  the  local  markets  after  they  had 
come  out  from  seclusion  and  paraded  to  show  their  newly  acquired 
ornaments  and  dresses. 

With  the  increasing  need  for  cash  and  goods  women  moved  to  the 
towns  and  city  markets  to  trade,  first  trading  agricultural  produce 
for  pots  from  the  neighbouring  Pare  potter  women.  In  the  mid-1970s 
very  few  women  carried  goods  all  the  way  to  the  Moshi  town  market 
from  the  villages  on  the  slopes  above  the  town.  One  or  two  had 
started  collecting  and  purchasing  bananas  from  others  and  trans¬ 
porting  a  few  stalks  at  a  time  to  the  town  market.  When  economic 
conditions  deteriorated  there  was  a  sudden  increase  in  women 
traders  using  the  border  position  of  the  mountain  to  intensify  trade 
with  Kenyan  women. 
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Today  the  markets  in  Moshi  and  Arusha,  and  in  Kiboroloni,  Himo, 
Chekereni  and  Mwanga  on  the  plains  to  which  people  descend  from 
the  mountains,  have  become  busy  centres  in  which  large  sums  of 
money  move  daily.  Though  both  women  and  men  engage  in  these 
activities,  women  occupy  a  large  part  of  the  market  business.8 

Not  only  in  Kilimanjaro,  but  also  elsewhere,  increased  female 
education  has  motivated  young  women  to  pursue  employment  in 
shops  and  bars  on  the  roadsides,  as  was  the  case  in  Bagamoyo 
District.  This  has  discouraged  the  Maasai  from  sending  their  girls  to 
school:  T/Ve  do  not  want  our  girls  to  become  prostitutes.  We  want 
them  to  marry  Maasai  youth'.9  Nonetheless,  Maasai  women  have 
also  participated  at  the  market,  selling  medicine  and  beadwork,  once 
beads  could  again  be  purchased  in  Kenya  after  the  trade  liberalization. 

Not  every  part  of  the  country  became  as  readily  integrated  into 
the  market  system.  In  the  south-eastern  regions,  local  markets  were 
not  common  and  the  interest  in  cash  income  was  less  developed. 
Women  have  not  left  their  villages  to  trade  as  they  have  done  in  the 
North,  although  many  traverse  the  border  with  Mozambique.  At  the 
Mtwara  town  market  there  were  only  three  women  sellers  in 
1993  (own  observation).  At  the  roadside  stands  and  stalls  young 
boys  and  men  perform  almost  all  the  trade;  women  are  hardly 
visible.  However,  even  in  the  South  the  need  for  cash  is  acute, 
because  what  used  to  be  the  main  source  of  cash  income,  sales  of 
cashew  nuts,  is  no  longer  as  extensive  as  before. 

Mtwara  and  Lindi  were  labour-recruiting  areas.  Women  could 
travel  with  men  when  the  Makonde  moved  to  the  northern  sisal 
estates.  When  the  sisal  business  around  Dar  es  Salaam  was  exhausted 
the  Makonde  began  carving  ebony  full  time  for  commercial  gain. 
Women's  mats  and  baskets  did  not  develop  into  as  lucrative  a 
business.10 

In  areas  where  women  are  less  economically  aware  they  also  seem 
to  maintain  a  knowledge  of  plant  and  animal  foods  exchangeable  for 
health  and  educational  services.  Women  are  recruited  to  do 
communal  work  without  realizing  they  have  already  paid  for  the  use 
of  the  end  result  of  their  work,  such  as  water.  Water  harvesting, 
which  women  traditionally  perform,  could  be  treated  as  a  source  of 
capital  for  their  other  activities.  As  most  of  the  world  has  moved  into 
the  market  economy,  society  should  reward  those  who  continue  to 
provide  free  services,  because  others  do  charge  cash  for  such  services. 
'Service  for  service'  would  be  the  slogan  under  which  women's  work 
could  be  compensated. 

A  relative  absence  of  female  entrepreneurial  activities  in  the 
southern  and  other  comparable  regions  explains  the  rather  low 
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figure  for  'entrepreneurs'  which  the  Labour  Survey  reported;  there 
is  nevertheless  increasing  evidence  that  women's  economic  activity 
is  under-reported. 

Change  in  urban  women's  economic  role  has  also  become  in¬ 
creasingly  evident  over  the  past  decade.  In  1975  it  was  reported  in 
the  Daily  News  that  urban  fathers  created  ten-man  committees  to 
consider  how  'idle'  housewives  could  be  made  economically  active. 
These  women  have  now  become  the  main  income-earners  for  their 
families.  Only  3  per  cent  of  the  wives  of  ministry  bureaucrats  culti¬ 
vated  land  in  the  mid-1970s,  but  by  1988  farming  was  the  largest 
source  of  income  for  women  in  Dar  es  Salaam.11  Tripp  found  that  72 
per  cent  of  women  farmed  and  half  of  them  sold  their  produce,  and 
66  per  cent  of  women  were  self-employed.12  Women  who  were 
wealthy  enough  to  own  cows  or  chickens  could  surpass  their 
husbands'  income,  although  women's  starting  capital  was  smaller 
than  men's  and  their  businesses  are  on  a  smaller  scale.  Wives'  con¬ 
tributions  are  beginning  to  be  recognized  by  their  husbands,  however, 
even  if  they  refer  to  women's  activities  as  shughuli  ndogondogo,  'small 
tilings  to  do'.  Women's  self-confidence  has  grown  along  with  men's 
recognition  of  their  role  in  household  economies. 

Women's  contributions  became  a  necessity  when  inflation 
reduced  the  value  of  monthly  salaries  by  65  per  cent  between  1974 
and  1988.13  In  1977  wages  constituted  about  77  per  cent  of  the  total 
household  income.  By  1988  wage  earnings  made  up  roughly  only  10 
per  cent  of  the  household  income,  enough  for  three  days  food  per 
month.  The  remaining  income  had  to  be  acquired  through  informal 
means.  This  engaged  the  whole  family  in  one  way  or  another.  Since 
women  assume  the  responsibility  of  feeding  the  family  it  is  they  who 
must  find  ways  of  making  ends  meet.  This  was  not  easy  when  food 
costs  alone  constituted  roughly  85  per  cent  of  family  expenses  in  the 
city  of  Dar  es  Salaam.14 

Drought  conditions  and  the  Ugandan  war  reduced  available  local 
stocks  of  food  while  the  deteriorating  world  economy  and  falling 
export  prices  weakened  Tanzania's  ability  to  purchase  food.  The 
internal  policy  decisions  to  invest  in  industry  rather  than  agriculture 
and  regulate  producer  prices  created  real  and  artificial  shortages, 
which  in  turn  hiked  domestic  food  prices  beyond  poor  families'  pur¬ 
chasing  capacity.  Between  1983  and  1986  market  prices  for  maize, 
rice,  beans  and  coconut  increased  about  143  per  cent.  With  the 
liberalization  of  trade  this  increase  was  reduced  by  50  per  cent 
during  the  following  three  years,  1986-9.  Food  for  an  average-sized 
family  cost  eight  times  the  minimum  daily  wage. 

These  conditions  forced  urban  women  to  earn  extra  income  and 
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produce  food  themselves.  The  liberalization  of  imports,  the  gradual 
lifting  of  restrictions  on  domestic  inter-regional  and  local  trade,  and 
the  escalation  of  producer  prices  made  it  easier  to  obtain  the  materials 
needed  for  activities  such  as  processing  and  selling  foods,  sewing, 
starting  hair  salons,  secretarial  offices,  transportation  facilities  or 
mills.  In  Tripp's  survey  about  80  per  cent  of  the  women  began  their 
income-generating  projects  between  1982  and  1987,  while  only  50 
per  cent  of  the  men  began  theirs  during  that  period.  Additionally,  for 
most  of  the  women  it  was  their  first  enterprise.15 

In  a  study  I  conducted  in  Dar  es  Salaam  with  Tanzanian  university 
students  in  1975,  we  interviewed  several  categories  of  working  town 
women  -  factory  and  cleaning  workers,  independent  petty  sellers, 
bar  women  and  traders.  Women  did  not  yet  sell  at  the  main  markets 
and  those  who  sold  food  items  they  made  or  vegetables  they 
purchased  at  the  wholesale  market  sold  them  in  front  of  their  houses. 
Women  who  were  employed  at  the  TANITA  cashew  factory,  at  the 
URAFIKI  textile  factory  or  as  cleaners  in  offices  could  satisfy  their 
daily  requirements  from  the  salaries  they  were  paid.  In  five  years 
time  the  situation  had  changed,  but  even  in  1987  independent  women 
sellers  were  still  a  comparative  novelty  at  the  main  Dar  es  Salaam 
market.16  Women's  income  and  sales  grew  as  the  need  for  cash 
became  acute.  The  1967  census  recorded  10,398  employed  women  in 
Dar  es  Salaam.17  The  Tanzania  Labour  Force  Survey  1990-91  recorded 
835,145  as  the  total  female  labour  force  ten  years  of  age  and  over  in 
urban  areas,  and  gave  the  total  number  of  employed  women  in  the 
country  as  just  over  five  million,  32.6  per  cent. 

Whatever  the  exact  number  of  women  engaged  in  economic 
activities  in  today's  urban  Tanzania,  it  is  no  doubt  large.  By  1987 
women  had  become  involved  in  making  and  selling  a  great  variety 
of  goods.  They  baked  and  sold  pastries,  cooked  foods  like  rice,  soup 
and  porridge  which  they  or  their  children  sold  in  front  of  workplaces 
or  schools  and  along  sidewalks;  they  brewed  and  sold  alcoholic 
drinks;  sold  wood,  peanuts,  fried  fish,  paper  bags,  iced  sticks  or 
plastic  bags  filled  with  iced  fruit  juice;  they  operated  food  stalls, 
restaurants,  coffee  and  tea  stands  and  kiosks;  they  did  tailoring,  hair¬ 
dressing  and  urban  farming;  cattle  and  poultry  keeping  was  especially 
lucrative.  Women  of  all  income  groups  became  involved,  but  those 
with  greater  initial  sums  of  capital  could  start  larger  businesses  with 
maize  mills  at  the  periphery  of  the  city,  tailoring  businesses,  dry 
cleaning  companies,  bigger  hair  salons,  secretarial  services,  bakeries, 
import  and  export  businesses,  and  a  variety  of  services  and  small 
manufacturing  units. 
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What  can  we  learn  from  women  entrepreneurs? 


In  reporting  women's  work,  there  is  an  initial  prejudice  against  it 
originating  in  the  interviewers'  expectations  and  preconceived  image 
of  what  an  enterprise  is.  A  woman's  work  is  done  most  often  in  the 
home.  She  might  be  the  only  one  engaged  in  the  activity,  but  if 
assisted  by  her  children  the  activity  is  only  considered  household 
chores.  In  surveys,  'housework'  has  been  specifically  precluded 
from  the  category  of  work.  Yet  rural  women's  economic  activities  are 
a  part  of  their  household  work.  They  include  all  activities  from 
production,  food  processing  and  giving  birth  to  nurturing  and  bringing 
up  children. 

More  often  than  not  women  initiate  their  cash-earning  activities 
from  the  same  familiar  chores.  Though  women  have  reason  to  hide 
their  cash  earnings  from  their  husbands  for  fear  of  losing  them,  it 
was  discovered  that  both  rural  and  urban  women  were  able  to  tell 
the  interviewer  the  exact  sums  of  money  they  earned  daily,  what 
their  capital  was  and  how  much  they  used  daily  for  purchasing  raw 
materials. 

One  expectation  that  an  outsider  has  towards  an  enterprise  is 
continual  growth.  This  is,  however,  most  often  not  the  woman's  idea 
of  her  work  for  many  reasons.  For  one,  women  want  to  keep  their 
income-earning  activities  out  of  the  official  channels,  not  for  purposes 
of  cheating,  but  for  the  sake  of  convenience.  Women  do  not  have  the 
time  to  spend  nor  always  the  capacity  for  writing  applications,  going 
to  offices,  paying  licences  and  fees  for  small  earnings.  Additionally, 
if  such  earnings  become  known  to  state  officials  in  need  of  personal 
cash  they  can  at  any  moment  come  and  harass  the  women  by 
imposing  fines  and  asking  for  payments.  Micro-scale  business  is 
easier  to  tackle  for  the  officials  than  big  business,  which  goes  beyond 
the  ordinary  policeman's  or  controlling  officer's  understanding  and 
jurisdiction. 

Another  reason  why  women's  innovative  and  enterprising  ideas 
and  activities  stay  seemingly  small  is  the  sharing  function  of  the 
group.  Almost  invariably  women  reported  enlarging  their  businesses 
by  training  some  young  women  or  workers  and  helping  them  to 
start  their  own  businesses  in  a  different  place.  Businesses  mushroom 
and  grow  sideways,  multiplying  rather  than  expanding  the  original 
business. 

There  is  a  difference  of  scale  and  kind  between  women's  and  men's 
informal  means.  Women  must  combine  their  income-earning  acti¬ 
vities  with  their  domestic  and  social  duties,  which  inhibit  them  from 
working  full  time  at  their  enterprises.  Women  work  in  groups,  they 
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network  and  feel  responsible  for  providing  services  to  others  when 
they  succeed  in  their  own  work,  however  small  their  profits  may  be. 
Women  often  combine  service  with  business,  expressing  social  con¬ 
cerns  in  their  economic  activities  far  more  readily  than  men. 

Because  of  the  many  social  and  family  responsibilities  that  women 
have,  they  find  that  working  informally  makes  it  possible  for  them 
to  meet  both  the  economic  and  social  demands  placed  on  them. 
Research  in  both  urban  and  rural  areas  has  revealed  that  women 
fostered  many  social  links  which  they  also  utilized  to  procure  supplies 
or  participate  in  markets.  They  communicated  across  ethnic  and 
tribal  borders  and  formed  multi-ethnic  savings  clubs  with  other 
women  they  trusted. 

Even  if  starting  capital  plays  an  important  role  in  women's  business 
development  it  is  not  the  only  determinant.  Contacts  at  work  or  with 
relatives  studying  or  working  abroad  can  provide  the  resources 
necessary  for  operating  enterprises,  especially  in  businesses  that 
yield  middle  and  upper  incomes.  Although  business  is  often  con¬ 
ducted  individually  there  are  networks  and  clustering  in  women's 
business  arrangements.  Women  accommodate  each  other  and 
seldom  'build  a  kingdom'  of  their  own  in  an  individualistic  manner. 

In  urban  and  increasingly  in  rural  areas,  a  growing  number  of 
women  have  become  heads  of  households  (25-40  per  cent)  and  the 
main  providers  for  their  families.  Many  women  who  were  previously 
employed  have  chosen  to  leave  formal  employment  because  of 
salaries  too  low  to  feed  their  children  as  single  parents.  Some  have 
lost  their  jobs  in  the  de-industrialization  and  retrenchment  process. 
Such  women  often  become  engaged  in  trade.  Those  with  no  previous 
work  experience  use  their  domestic  skills  to  process  or  make  items 
for  sale.  Less  experienced  women  leam  from  those  with  more 
experience.  Even  formally  illiterate  women  leam  to  know  the  value 
of  money  and  can  quote  exact  sums  they  have  paid  in  expenses  and 
the  profits  they  have  made. 

Women  are  generally  forced  to  fight  harassment  from  men  in 
public  office  rather  than  receive  organizational  support  from  them. 
Whether  women  try  to  obtain  plots  for  building,  licences  for  trading, 
market  stalls  or  services  from  electricians  or  plumbers,  the  typical 
story  is  that  women  must  repeatedly  visit  offices  with  little  avail  and 
ultimately  pay  bribes  to  achieve  their  means.  Women  depend  on 
fellow  women's  support  in  organizing  facilities  for  the  advancement 
of  their  enterprises,  in  the  absence  of  public  recognition  and  support 
for  their  efforts. 

Women  commonly  organize  themselves  in  small  informal  groups 
and  operate  without  registration.  Whether  they  are  traditional  lele 
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mama  dance  clubs,  or  groups  that  congregate  when  a  neighbouring 
child  matures  or  when  preparing  for  some  other  celebration,  these 
links  serve  many  needs.  Intermingling  between  ethnic  backgrounds 
is  not  uncommon.  It  is  significant  that  these  associations  build  less 
and  less  on  exclusive  traditions.  People  have  many  identities  and  in 
different  turns  of  life  different  identities  are  activated.  This  imbues 
lives  with  flexibility.  Consequently,  such  cultural  institutions  may 
serve  a  variety  of  needs. 

There  has  been  an  explosion  of  registered  non-govemmental 
women's  associations.  Professional  associations  such  as  Women 
Lawyers,  Media  Women,  Women  Artists  and  Professional  and 
Business  Women  network  in  several  larger  combinations  (such  as  the 
Tanzanian  Gender  Network  and  Women's  Research  and  Documen¬ 
tation  Group  at  the  University  of  Dar  es  Salaam).  These  have  created 
gender  awareness  in  a  feminist  spirit  and  they  have  built  com¬ 
munication  channels  internationally.  Donor  money  is  consciously 
drawn  and  used  in  the  service  of  underprivileged  women  who  are 
given  counselling  services  on  women's  legal  rights  and  business 
matters.  Women  with  state-approved  certificates  start  clinics  and 
schools,  young  girls  run  their  own  nursery  and  pre-school  classes, 
and  some  groups  are  preparing  to  start  infant  homes  where  working 
mothers  can  leave  their  children  in  the  care  of  trained  children's 
nurses.  Also,  retiring  professional  women  provide  training  for  young 
women  under  a  government  contract.  To  a  certain  degree  the  govern¬ 
ment  has  responded  by  granting  permits  to  run  such  services. 

The  service  motivation  is  foremost  in  women's  associations,  but 
they  also  generate  some  income  in  return.  Such  names  as  'Give  of 
Yourself'  or  'Getting  Old  is  to  Grow'  are  given  to  organizations 
because  the  women  who  start  them  are  convinced  that  they  cannot 
survive  if  they  rely  only  on  themselves.18  Women  must  maintain  a 
precarious  relationship  with  the  pressures  of  a  world  system  of 
individualistic  self-interest  and  private  gain.  This  can  easily  distort 
efforts  based  on  reciprocity  and  turn  them  into  outright  exploitation. 
Women  with  skills  do  not  always  have  positive  experiences  working 
with  such  groups.  The  less  privileged  easily  suspect  that  the  more 
educated  and  wealthier  sisters  are  out  for  their  own  gain  and  use  the 
work  and  skills  of  other  women  for  production  and  cash.  A  delicate 
balance  between  trust  and  caution  colours  women's  group  activities. 

A  central  issue  is  the  fact  that  a  social  relationship  of  recognized 
mutual  responsibility  and  service  is  the  same  as  social  banking, 
putting  money  into  an  insurance  company.  It  cannot  be  counted  in 
direct  monetary  value,  but  approximations  of  the  level  of  debt  can 
still  be  kept  in  mind.19 
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Women  have  been  less  exposed  to  public  life  than  men  and  for 
this  reason  alone  prefer  joining  support  groups  in  which  they  can  act 
cooperatively  and  collectively.  In  times  of  scarcity  of  public  services 
it  is  natural  that  women  pursue  income-generating  opportunities  by 
offering  services  while  making  a  living. 

One  conclusion  to  draw  here  is  the  modem  translation  of  tradition- 
based  motivations  which  simultaneously  build  businesses  through 
mutual  service  yet  demand  caution  and  reservation.  Transparency 
and  mutually  balanced  interests  are  the  foremost  prerequisites  for 
success,  when  business  and  service  are  combined. 

According  to  The  Economic  Report  on  Africa  1994 ,  half  of  the 
population  of  the  continent  lives  in  'absolute  poverty',  unable  to 
meet  their  most  basic  needs,  even  without  the  complications  of  war 
(in  Burundi  84  per  cent,  in  Malawi  82  per  cent,  and  in  Tanzania  58 
per  cent).20  The  Report  tells  us  that  the  figures  are  based  on  'earning 
potential  and  trends  in  the  labour  force'.  '[The}  rural  sector  has  so  far 
remained  at  nearly  the  same  low  level  of  primitive  existence  as  in  the 
last  two  decades.'  'Unemployment  is  at  the  centre  of  Africa's  de¬ 
teriorating  social  milieu.' 

Unemployment  is  also  presented  as  the  key  issue  in  the  African 
Common  Position  for  the  agenda  of  the  World  Summit  for  Social 
Development  (WSSD).  Six  million  new  jobs  need  to  be  created 
annually  and  we  are  told  that  'the  informal  sector  is  already  beyond 
saturation  in  many  countries'.  Unemployment  is  serious  especially 
among  the  educated,  not  least  because  of  tire  retrenchment  associated 
with  Structural  Adjustment  Programmes.  The  report  continues  in 
the  same  gloomy  terms  all  the  way  through. 

According  to  the  Tanzanian  Economic  Survey  1986 ,  only  43,342 
jobs  were  created  between  1983  and  1986  while  the  working  age 
population  grew  by  380,000  per  annum.21  In  the  same  year  the 
ILO/JASPA  report  posted  an  unemployment  percentage  of  17.6  in 
Dar  es  Salaam  and  22.9  in  Tanga.  There  is  a  vast  discrepancy  between 
the  need  and  the  methods  used  to  respond  to  it,  and  the  same  dis¬ 
crepancy  between  the  different  reports.  What  guidance  to  policy 
makers  can  such  reports  provide  if,  like  the  Economic  Survey ,  they  fail 
to  understand  the  complexity  of  the  situation?  They  fail  to  record 
women's  basic  economic  activity  and  have  an  unrealistic  picture  of 
the  informal  economy  and  its  interaction  with  the  officially  recog¬ 
nized  economy,  while  the  informal  economy  is  elsewhere  considered 
equal  to  the  formal  sector  in  the  matter  of  employment:  'the  critical 
importance  of  the  informal  sector  in  supporting  people's  livelihood 
in  an  urban  area  cannot  be  over-emphasized'. 

I  argue  that  'employment'  cannot  be  the  chief  analytical  category 
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in  places  where  the  formally  employed  people  constitute  only  a 
small  part  of  the  total  working  age  population.  Nonetheless,  my 
intention  is  not  to  minimize  the  significance  of  the  formal 
employment  sector,  but  rather  to  emphasize  that  for  more  than  a 
decade  the  heaviest  economic  activity  has  existed  outside  it.  As  late 
as  1976,  formal  employment  was  reported  to  form  77  per  cent  of 
basic  household  income  in  urban  Tanzania.  In  1988,  90  per  cent  of 
income  came  from  outside  wage  employment,  according  to  several 
surveys.22  In  a  little  over  ten  years  the  change  was  dramatic. 

There  is  a  continuous  interaction  between  the  rural  and  urban 
sectors  (formal  and  informal)  which  is  also  essential  for  the  survival 
of  the  informal  sector.  People  work  in  both  sectors  and  there  is 
mobility  from  one  sector  to  another.  There  is  a  constant  two-way 
resource  flow.  The  contributions  from  the  formally  employed  family 
members  form  a  significant  source  of  starting  capital  and  resource 
support  in  the  small-scale,  urban  and  rural  enterprise.  Farm  products 
in  turn  supplement  provisions  for  urban  relatives,  and  rural  com¬ 
munities  provide  health,  ritual,  child  care  and  other  social  services 
to  the  city  folks.  There  is  a  local  circuit  of  marketed  and  exchanged 
goods  and  services  which  goes  unrecognized  in  statistics. 


Making  room  for  the  economies  of  the  poor 

There  is  a  need  to  do  what  Professor  Claude  Ake  suggested,  to  'meet 
reality  on  the  ground',  to  align  our  thinking  with  people's  concrete 
reality  on  the  basis  of  qualitative  first  hand  data  and  to  use  concepts 
that  are  applicable  to  the  condition  of  the  population  majority  and 
not  only  to  small  privileged  groups.  The  call  for  starting  from  the 
ground  means  simply  knowing  what  people  from  different  social 
levels  do  in  order  to  live  and  how  they  manage  their  lives;  what  their 
own  'real  economics'  consists  of.  To  describe  and  analyse  people's 
capacities  and  strategies  for  survival  realistically  prepares  the  ground 
for  the  economies  of  the  poor,  for  shaping  participatory  economics 
in  service  of  people's  real  needs,  respecting  the  real  costs  and  potential 
resources  for  continuity  of  life  and  sustained  livelihood. 

Participatory  economics,  an  economics  for  which  the  people 
themselves  define  their  needs  and  resources,  built  from  the  bottom 
up,  means  taking  people's  ways  of  coping  and  securing  livelihood 
seriously,  not  exercising  power  over  them  as  a  'command  economy'. 
Concepts  and  theory  need  to  grow  out  of  and  be  grounded  in  reality. 
They  must  accommodate  pluralistic  ways  of  sustaining  life  and 
recognize  values  apart  from  the  monetary  in  the  spectrum  of  social 
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productivity  and  in  the  'maintenance  of  relationships  which 
promote  cohesion  in  society'.23  A  comparative  view  of  history,  a 
greater  understanding  of  the  ways  in  which  people  live  and  work 
out  their  problems  in  a  multiplicity  of  social  systems  and  cultures 
and  the  humility  to  leam  from  these  also  create  the  potential  for  fresh 
methodological  conceptualization. 

The  problem  of  an  economics  which  is  satisfactory  for  people  is 
not  only  the  dearth  of  adequate  concepts,  or  even  faulty  practices  in 
measuring  work:  economic  issues  are  always  political  issues.  The 
Tanzanian  government  has  also  been  politically  bound  by  the  ideo¬ 
logical  and  political  precepts  of  the  ruling  Party  CCM  (Chama  Cha 
Mapinduzi)  and  the  informal  economy  has  been  an  issue  integrally 
tied  to  these.  Giving  in  to  informal  ways  of  earning  income  challenged 
the  basic  principles  of  the  Arusha  Declaration  and  eroded  the 
socialist  order.  Informal  activities  were  not  considered  productive 
and  were  feared  because  they  would  pave  the  way  to  capitalism  and 
open  corruption.  Many  other  agendas  were  also  hidden  within 
ideological  principles.  The  political  struggle  was  waged  on  many 
levels. 


Conclusions 

In  Tanzania,  most  people  could  not  make  their  living  in  any  other 
way  than  engaging  in  informal  income-earning  activities.  They  were 
at  first  reluctantly,  but  later  more  openly,  opposed  to  government 
rules  and  regulations  which  to  them  seemed  senseless.  Instead  of 
rioting,  they  created  an  alternative  economics,  one  which  is  not  only 
a  temporary  emergency  operation. 

For  social  theorists,  the  informal  economy  represents  the  failure 
of  the  formal  economy.  It  is  often  treated  as  a  temporary  phenomenon 
(with  time  the  economy  will  pick  up  and  all  will  be  well  again). 
Legitimate  fear  is  expressed  as  potential  exploitation:  the  lack  of 
formalized  health  and  educational  services  and  the  utilization  of 
women's  labour  for  the  benefit  of  the  world  system.  Acceptance  of  a 
compensatory  economy  accommodates  permanent  structural  unem¬ 
ployment,  which  forces  the  informal  economy  to  provide  what  the 
formal  sector  and  governments  fail  to  do. 

In  Africa  today,  however,  the  formal  sector  cannot  expediently 
provide  formal  employment  or  sufficient  income  for  the  majority;  it 
is  even  less  likely  that  resources  would  be  available  for  a  govern¬ 
ment-sponsored,  comprehensive  social  welfare  programme.  For 
many  women  the  informal  economy  has  offered  new  opportunities. 
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It  has  expanded  decision-making  powers  within  the  household  and 
for  business,  it  has  fostered  new  skills  and  it  has  helped  women  gain 
self-confidence  in  business  and  public  life.  It  is  important  to  note  that 
women  increasingly  have  combined  social  service  with  their  own 
income-earning  efforts,  as  they  earlier  combined  agricultural  work 
with  the  care  of  their  extended  families  and  neighbours.  It  has  also 
meant  a  growing  workload  for  women,  longer  hours  and  poorer 
work  conditions  than  regulated  formal  employment  and  state- 
sponsored  social  services  might  have  offered  them. 

Local  communities  may  proceed  with  two  objectives:  to  continue 
the  political  goal  of  constructing  a  just  society  in  which  the  powerful 
do  not  use  a  feeble  economic  state  to  exploit  the  weak,  and  to  act 
from  the  tangible  realities  of  today's  society. 

A  woman  who  made  pastries  and  sold  them  to  support  her  family 
pointed  to  a  solution  the  authorities  might  otherwise  have 
considered  if  not  for  the  rigidity  of  the  bureaucratic  system.  She 
supports  better  cooperation  and  a  contractual  relationship  between 
the  government  and  citizens  which  incorporates  the  citizens'  needs: 

I  went  to  the  legal  councillor  at  our  Party  branch  to  try  to  get  out  of 
paying  a  license.  I  told  him  I  have  an  old  mother  and  father  to  support. 
My  husband  is  blind.  I  have  my  own  children  to  support  and  my  sister 
died  so  I  am  taking  care  of  her  children.  I  have  to  support  them  from  my 
pastry  sales.  All  the  councillor  said  to  me  was,  'Tough.  That  is  not  my 
problem.  That  is  your  problem.'  I  left  his  office  and  thought  to  myself, 
what  can  I  do?  All  I  have  left  to  do  is  to  swallow  stones!24 

The  state  and  its  inflexible  bureaucratic  system  failed  to  provide  the 
required  care  for  those  family  members  unable  to  work  in  this  case, 
and  in  thousands  of  others. 

During  our  research  we  treated  the  informal  economy  not  as  an 
ailment,  but  as  an  opportunity.  Informal  economics  has  revealed  the 
weaknesses  of  a  formal  economy  which  was  unable  to  accommodate 
people's  social  needs.  An  urban  planning  officer  of  the  Dar  es  Salaam 
City  Council  remarked:  'The  informal  sector  is  filling  gaps  where  the 
government  has  failed.  We  have  failed  to  meet  the  needs  of  the 
people.  The  people  are  planning  for  us.'25 

This  statement  addresses  people's  participation  in  decisions  on 
matters  that  concern  them.  This,  in  principle,  lay  at  the  base  of  the 
Tanzanian  political  system.  The  experts  and  political  leadership 
were  supposed  to  receive  guidance  from  the  people.  Things  did  not 
work  out  that  way.  Both  politicians  and  social  theorists  were  guided 
more  by  good  theory  than  by  everyday  reality. 

Economy  in  its  narrow  sense  does  not  encompass  life  totally;  it 
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must  be  placed  in  the  context  of  social  development.  In  conceptual¬ 
izing  what  the  basic  issues  in  social  and  economic  development  are 
we  need  to  state  from  whose  point  of  view  the  analysis  is  done. 
Today's  development  discourse  is  said  to  be  about  people-centred 
development  and  participation,  but  the  people  behind  the  figures 
fade  from  view.  The  rapid  extension  of  the  informal  economy  clearly 
indicates  the  inadequacy  of  the  formal  system  to  manage  the  present 
crisis. 

Mainstream  economics  considers  an  expanding  economy  the  sign 
of  successful  growth,  whether  or  not  large-scale  industry  reduces 
employment,  pushes  the  small-scale  producers  out  of  the  market 
and  impoverishes  them,  or  produces  waste  and  pollution  with 
accumulating  future  expense;  whether  or  not  the  privatization  of 
land,  the  enlargement  of  the  scale  of  agriculture,  and  transnational 
invasion  cause  social  problems  like  hunger,  landlessness  and  home¬ 
lessness,  street  children  or  drug  abuse. 

The  cost  of  reproducing  and  sustaining  life  used  to  be  absorbed 
by  families  and  communities  assigned  to  women's  responsibilities. 
The  modern  system  has  afforded  these  little  public  recognition  and 
even  less  remuneration  in  cash  or  kind.  Social  welfare  and  health 
services,  as  traditionally  organized  in  Tanzania,  were  not  incor¬ 
porated  into  either  modern  socialist  or  capitalist  systems.  Traditional 
social  associations,  especially  among  women,  were  rejected  when 
the  new  political  organizations  were  created.  This  limited  greatly  the 
capacity  for  old  and  new  ways  to  become  more  integrated.  Only  the 
work  and  costs  accrued  in  the  modern  sector  in  monetary  terms  were 
recognized  as  valuable  contributions  to  health  care  and  educational 
services.  Even  in  today's  Tanzania,  living  costs  are  reduced  through 
exchange  of  services  in  the  form  of  material  resources,  work  or  social 
support,  especially  in  times  of  greater  need.  This,  however,  goes 
unnoticed. 

When  people's  own  social  solutions  and  systems  are  recognized, 
and  women's  economics  or  the  economics  of  the  poor  can  be  deliberate¬ 
ly  supported,  new  indicators  for  assessing  them  must  be  explored. 
Commercial  consumption  as  an  indicator  may  then  be  an  inadequate 
way  of  measuring  living  standards  and  degrees  of  poverty.  Cash 
expenditure  forms  only  a  small  part  of  consumption  in  rural  areas. 
Additionally  basic  needs  are  satisfied  by  an  exchange  of  multiple 
social  services,  the  direct  consumption  and  barter  of  self-produced 
food  crops,  the  gathering  of  natural  products  (berries,  fruits,  seeds, 
mushrooms,  leaves,  grasses,  roots,  bark,  insects,  honey  and  eggs), 
the  trapping  and  hunting  of  animals,  birds  and  reptiles,  and  the 
further  processing  of  such  products.  Accumulation  and  growth 
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must  be  examined  from  a  different  perspective.  Women's  economic 
goals  may  depart  from  the  ideal  of  individual  enlargement.  Growth 
manifests  itself  as  mushrooming  enterprises  which  break  off  into 
small  new  ventures  in  an  amoeba-like  fashion. 

I  suggest  that  the  basic  issue  is  to  secure  continuity  of  life  through 
sustained  livelihood  and  to  put  the  reproduction  (regeneration)  of 
biological,  material  and  social  life  in  its  rightful  place  as  the  foun¬ 
dation  of  social  economics,  production,  work  and  employment.  The 
big  issues  of  today  -  poverty,  population  and  production  -  relate  to 
the  basic  question  of  how  biological,  social  and  material  life  can  be 
sustained.  From  the  people's  point  of  view,  it  means  accumulating 
reserves  for  exchanged  social  services  and  sustained  natural 
resources,  ensuring  the  livelihood  of  one's  community  and  the 
continuity^  of  the  living  world. 

Several  studies  have  shown  that  for  women's  income-earning 
activities  and  small  and  micro-enterprises  in  Africa  the  small  scale 
and  the  informality  of  organization  are  central  to  their  success. 
Informal  organization  does  not  mean  no  organization.  Women  have 
their  own  organizational  forms  which,  at  the  time  when  Tanzania 
created  its  political  organizations,  were  ignored.  Rotating  savings 
associations  predate  independence.  In  coastal  Tanzania  they  are 
referred  to  as  upato,  gain,  or  mchezo,  game.  This  traditional  and  invi¬ 
sible  way  of  saving  money  without  banks  or  offices  I  found  to  be 
common  in  the  coastal  communities  among  illiterate  women  in  the 
1960s.  These  savings  groups  have  proliferated  in  recent  times.  They 
make  it  possible  for  a  woman  to  save  without  her  husband's  aware¬ 
ness  and  consequent  demands. 

In  a  study  of  the  fishing  village  Mlingotini  near  Bagamoyo  in  1985 
a  woman  researcher  came  across  13  upato  associations  while  sharing 
life  with  women  for  a  short  period  of  time.26  Tripp  found  that  half  the 
women  she  interviewed  in  Dar  es  Salaam  belonged  to  such  savings 
rings.  Usually  on  an  agreed  day  of  the  week  or  fortnight  all  members 
present  to  one  woman  an  agreed  sum  of  money.  The  recipients  rotate 
until  all  have  received  money  ranging  from  hundreds  to  thousands, 
depending  on  the  wealth  of  the  group  members.  This  gives  each 
woman  a  chance  to  make  an  investment  of  her  own  choosing.  Tripp 
also  found  similar  informal  groups  in  Uganda. 

Not  all  women  or  women's  groups  operate  informally  but,  where 
they  do,  small  scales  and  informality  should  not  be  held  against 
them.  Such  systems  should  also  be  seen  as  additional  tools  for  inter¬ 
acting  in  the  formal  economy.  For  instance,  women's  groups  should 
be  able  to  obtain  small  loans  and  exercise  the  right  to  procure  raw 
materials  wholesale. 
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When  the  women's  informal  social  service  structure  breaks  down 
and  women's  individual  workloads  exceed  their  physical  and  mental 
capacity,  social  upheavals  dislocate  communities  and  further  disrupt 
former  intra-community  services.  Only  then  can  the  larger  society 
understand  the  real  cost  of  sustaining  life:  social  disruption,  street 
children,  increasing  prostitution,  crime  and  a  disintegration  in  both 
rural  and  urban  societies. 

Tanzania  set  out  to  shape  her  society  in  the  mode  of  ujamaa- 
socialism.  Today  the  people  are  gradually  getting  accustomed  to  the 
idea  of  an  economy  driven  by  market  forces,  be  it  that  the  change 
from  one  system  to  another  takes  time.  Both  systems  have  assumed 
that  society  is  built  on  a  formal  system  of  production  and  exchange 
in  which  either  the  state  or  private  employers  organize  people's  lives 
into  a  system  of  production  and  consumption.  People  sell  their 
labour  and  get  paid  for  it.  They  are  thus  employed. 

Two  things  are  wrong  when  this  kind  of  thinking  alone  dominates. 
It  focuses  all  attention  on  those  who  are  formally  employed  and  paid 
for  their  work,  which  in  turn  is  measured  in  time  or  quantity. 
Second,  it  leaves  out  what  is  most  central  in  life:  regeneration.  I  argue 
that  whether  the  framework  is  narrowed  to  capital  and  labour  or  to 
forces  of  production  and  relations  of  production,  both  are  shaped  by 
a  male  perspective  of  life  with  a  long  history  of  domination.  It  has 
thus  also  become  the  perspective  of  the  power  centre.  For  women, 
the  continuity  of  life  is  central.  It  is  also  central  in  the  cultures  of 
Africa. 

The  most  profound  change  in  Third  World  societies  in  recent 
decades  relates  to  women.27  Women  have  entered  into  the  public  life 
of  African  societies  as  significant  actors,  although  their  major  contri¬ 
butions  to  the  economy  are  often  not  recognized  as  such.  Rather  than 
depicting  the  women  of  the  developing  world  as  deprived  creatures, 
overworked  and  lacking  basic  rights  -  a  picture  often  painted  -  I 
have  wished  to  illustrate  women's  ways  of  creatively  expanding 
their  productive  activities  into  other  economic  and  social  fields.  I 
also  argue  that  in  order  to  maintain  economic  viability,  economics 
must  be  reshaped  to  accommodate  sustaining  economies  which 
simultaneously  allow  different  modes  of  livelihood. 

No  one  in  the  'Two  Thirds  World'  has  been  able  to  escape  the 
development  thrust  which  has  propelled  the  planners,  politicians 
and  administrators  of  the  developing  world.  Yet  historically  develop¬ 
ment  was  not  something  to  be  taken  for  granted.  In  many  languages 
there  was  no  such  word  as  development.  Life  has  not  always  been 
seen  as  something  that  requires  change,  even  less  has  work  been  per¬ 
ceived  as  done  for  its  own  sake  or  for  the  sake  of  amassing  wealth. 
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Even  today  in  many  parts  of  the  world  development  agents  are 
frustrated  when  people  lack  the  motivation  to  produce  surplus. 

A  farmer's  family  in  southern  Tanzania  moved  to  town  after 
producing  a  crop  good  enough  to  satisfy  the  family  needs  for  the 
year.  They  expressed  the  desire  to  live  a  peaceful  life  until  the  next 
cultivation  season.  Women  even  more  than  men  have  felt  that 
externally  designed  development  strategies  have  contradicted  their 
own  life-worlds.  They  have  not  been  able  to  justify  externally  set 
development  goals  which  interfere  with  other  duties  and  tasks. 

Policy  makers  along  with  the  media  have  interpreted  women's 
hesitancy  to  transform  their  lifestyles  into  the  logic  of  the  business 
world  as  traditionalism  and  backwardness.  They  have  exhorted 
women  'to  come  out  of  their  kitchens'  and  to  join  the  development 
efforts.  The  concern  has  been  to  'integrate  women  into  develop¬ 
ment'.  The  conflict  between  the  development  strategies  of  govern¬ 
ments  and  foreign  agents,  with  the  World  Bank  as  their  flagship,  and 
the  people,  especially  women,  has  grown  over  time.  People's  reactions 
demonstrate  passive  resistance:  go-slow  tactics,  indifference,  choosing 
other  ways  of  acting  and  adhering  to  their  own  cultural  systems  of 
meaning. 

The  story  of  women  in  development  is  not  the  kind  which  the 
development  planners  and  organizers  would  like  to  hear  or  read.  Yet 
it  is  not  a  story  of  failures.  National  development  has  always 
depended  on  women's  labour.  Women  have  produced  the  surplus 
which  has  enabled  governments  to  pay  lower  wages  to  workers  and 
to  earn  the  currency  required  to  purchase  foreign  capital  goods  and 
commodities.  Women  have  produced  to  keep  the  home  front  going 
and  have  thereby  subsidized  national  economies  while  men  have 
worked  in  underpaid  jobs  and  stayed  away  from  home  for  months 
and  years  as  migrant  labourers. 

In  Africa,  domestic  chores  consist  of  nurturing  functions  as  well 
as  productive  and  feeding  responsibilities.  The  complexity  of  women's 
daily  support  of  family  livelihood  provides  them  with  the  flexibility 
which  they  require  in  this  increasingly  complex  world.  Women's 
work  must  be  grasped  in  its  complexity.  Women's  hesitance  to  rise 
into  positions  of  power  and  influence  must  not  be  looked  upon  only 
as  timidity  to  take  over  so-called  male  responsibilities.  It  must  be 
read  as  a  value  statement  about  what  they  set  their  preferences  on. 

In  this  chapter  the  emphasis  has  been  placed  on  women's  con¬ 
tribution  to  the  continuation  and  regeneration  of  life  as  the  neglected 
component  in  economic,  cultural  and  political  development,  whether 
at  national,  local  or  family  level.28  Seeing  development  narrowly  as 
economic  growth  and  technical  progress  is  not  only  foreign  to 
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women's  way  of  looking  at  life;  it  eventually  negates  life  itself.  The 
emphasis  on  sustaining  livelihood  does  not  mean  returning  to 
'tradition'  or  a  return  to  'nature'.  I  have  demonstrated  that  women 
already  produce  more  than  one  half  of  the  nation's  wealth  and  90  per 
cent  of  the  family  income.  Women  have  entered  business  and  the 
world  of  entrepreneurship  with  zest.  They  do  not  intend  to  stay  in 
the  so-called  'traditional  sector'.  There  is  a  vigorous  interaction 
between  the  formal  and  the  informal  economies.  I  argue  that  only  by 
recognizing  what  the  majority  of  the  world's  population  can  manage 
today,  and  how  people  want  to  organize  their  own  lives,  can  we 
prevent  the  catastrophe  which  otherwise  looms  ahead.  Those  minds 
groping  for  new  paradigms  have  reached  only  half-way  marks. 
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Labour  Market  Policies 
and  Programmes  for  Counteracting 
Unemployment  in  Poland 

-MIECZYSLAW  KABAJ- 


During  the  past  four  years  in  Poland  several  labour  market  pro¬ 
grammes  and  policies  have  been  elaborated  and  implemented.  At 
the  same  time  unemployment  has  been  growing  rapidly:  from 
625,000  in  1990  to  almost  3  million  in  1994.  The  unemployment  rate 
has  reached  almost  17  per  cent  of  the  labour  force,  one  of  the  highest 
in  Europe.  Between  January  1990  and  July  1994  unemployment  was 
growing  at  the  rate  of  about  2,000  people  a  day.  One  could  describe 
this  as  shutting  down  one  large  plant  every  day,  extracting  people 
from  the  product-generating  segment  of  the  economy  and  moving 
them  to  welfare  assistance. 

The  amount  of  unemployment  would  have  been  considerably 
higher,  reaching  more  than  4  million,  if  a  good  portion  was  not 
hidden  by  early  retirement.  During  the  period  of  1989-93  the  number 
of  retired  persons  increased  from  6.9  million  to  8.9  million,  or  by  2 
million.  It  is  estimated  that  about  1.2  to  1.3  million  people  retired 
early  due  to  imminent  unemployment. 

Why  is  unemployment  growing  so  rapidly?  Why  has  the  so-called 
active  labour  market  policy  failed  to  limit  the  rapid  growth  of 
unemployment?  Why  is  half  of  the  overall  level  of  unemployment 
considered  to  be  the  result  of  mistakes  in  economic  policy?  What 
should  be  done  to  reduce  the  level  of  unemployment  in  Poland  in  the 
near  future?  How  far  can  the  existing,  unutilized  human  resources 
be  utilized  to  expand  productive  employment  and  accelerate  the 
development  of  the  Polish  economy? 


Why  labour  market  policies  have  failed 

The  policies  which  have  resulted  in  immediate  mass-scale  unem¬ 
ployment  have  proved  their  ineffectiveness  and  lack  of  usefulness 
concerning  production  factors.  Through  these  policies  Poland  is  now 
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faced  with  mass  unemployment,  mainly  among  skilled  workers  and 
equally  with  mass  disemployment  of  plant,  machinery  and  pro¬ 
duction  capacities  in  industry  and  other  sectors  of  the  economy. 

Prior  to  the  implementation  of  a  stabilization  programme,  a  new 
concept  of  active  labour  market  policy  was  elaborated.  The  function¬ 
ing  of  the  labour  market  is  based  upon  three  pillars: 

1  The  legal  basis  has  been  created  by  two  acts  on  employment  and 
unemployment  approved  by  the  parliament  in  December  1989; 

2  New  administrative  and  managerial  machinery  has  been 
implemented  for  dealing  with  employment  and  unemployment 
and  the  creation  of  a  new  employment  service  network; 

3  The  economic  basis  for  financing  the  labour  market  programmes 
has  been  created  in  the  form  of  an  integrated  Labour  Fund. 

The  main  cause  of  the  failure  of  earlier  programmes  to  counteract 
unemployment  can  be  traced  to  the  concept  of  intervention  in  the 
labour  market  and  the  dominance  of  the  'shielding'  approach, 
namely  allaying  the  consequences  rather  than  striking  at  the  roots  of 
unemployment.  The  problem  of  unemployment  was  dumped  almost 
entirely  in  the  lap  of  the  Minister  of  Labour  and  Social  Policy  and  the 
labour  offices.  The  Labour  Fund  has  been  the  sole  source  of  funding 
for  unemployment  benefits  and  active  labour  market  programmes. 

Ineffectiveness  has  not  been  due  to  inaction  on  the  part  of  the 
Ministry  of  Labour  and  Social  Policy  or  the  labour  offices,  but  rather 
to  the  illusion  that  active  labour  market  programmes  could  have  a 
significant  impact  on  unemployment  and  balance  with  the  sweeping 
job  reductions  sought  in  most  economic  sectors.1  This  policy  assigned 
responsibility  in  a  highly  peculiar  way:  the  employment  and  unem¬ 
ployment  consequences  of  plant  shut-downs,  restructuring  and 
privatization  were  actually  dumped  on  the  Minister  of  Labour  and 
Social  Policy,  rather  than  on  those  responsible  for  proposing  and 
carrying  out  such  programmes.  At  the  root  of  such  a  policy  is  the 
concept  of  minimizing  the  gravity  and  'domesticating'  unemploy¬ 
ment  (suggesting  that  the  nation  should  'learn  to  live'  with  mass 
unemployment). 

More  specifically,  there  are  five  basic  factors  responsible  for  the 
failure  of  the  labour  market  policies  to  reduce  unemployment  in 
Poland: 

1  The  level  of  unemployment  in  Poland  has  been  very  high  (in  July 
1994  the  unemployment  rate  reached  16.9  per  cent).  By  comparison, 
the  same  rate  was  8.2  per  cent  in  the  OECD  area.  In  conditions 
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of  very  high  unemployment,  active  labour  market  programmes 
should  be  used  together  with  other  macro-economic  and 
employment-oriented  strategies.  This  was  generally  neglected  by 
the  economic  policies. 

2  The  resources  allocated  to  active  labour  market  programmes  were 
very  low,  much  lower  than  in  other  countries.  As  can  be  seen  from 
Table  11.1,  the  average  level  of  public  expenditure  per  unem¬ 
ployed  person  in  the  OECD  area  was  US$13,000,  and  in  Poland 
US$624,  about  twenty  times  less. 

3  During  the  last  three  years  the  share  of  expenditure  on  active 
labour  market  programmes  was  between  5  and  11  per  cent  of  the 
total  expenditure  per  unemployed  person.  As  a  result,  the  average 
expenditure  was  about  71  times  lower  in  Poland  compared  to  the 
OECD  countries.  In  the  OECD  countries  the  coverage  of 
unemployed  persons  by  active  labour  market  programmes  was 
about  30  per  cent,  and  in  Poland  it  was  7-12  per  cent  (see  Table 
11.2). 

4  Comparing  the  unemployment  rate  (U)  in  1993  and  public 
expenditure  as  a  percentage  of  GDP  (PE)  in  26  countries  we  can 
calculate  the  coefficient  of  coverage  (PE/U)  of  unemployment  by 
labour  market  programmes  (see  Table  11.2).  The  lowest  coefficients 
were  observed  in  the  countries  with  the  highest  unemployment 
(Bulgaria  0.05,  Slovak  Republic  0.09,  Poland  0.13,  Spain  0.17)  and 
also  in  the  countries  with  the  lowest  unemployment  rates  (USA 
0.10,  Czech  Republic  0.12,  Japan  0.14).  In  some  countries  (Sweden, 
Denmark,  Germany,  the  Netherlands,  Norway,  Switzerland  and 
Austria)  the  coefficient  of  coverage  was  higher  than  0.40  and  the 
impact  of  active  labour  market  programmes  on  unemployment 
was  relatively  high  and  positive. 

5  Finally,  the  impact  of  active  labour  market  programmes  on 
reducing  unemployment  and  creating  jobs  has  also  been  a  function 
of  the  efficiency  of  allocation.  Comprehensive  information  on  the 
efficiency  of  active  labour  market  programmes  in  the  OECD  area 
is  not  available.  Only  in  the  field  of  training  can  comparisons  be 
made  between  countries.  According  to  the  studies  carried  out  by 
the  OECD  in  Finland,  Germany,  Ireland,  Sweden  and  the  United 
States,  the  proportion  of  ex-trainees  finding  jobs  soon  after 
training  was  often  of  the  order  of  70-80  per  cent.2  In  Poland  the 
same  proportion  was  about  35  per  cent,  much  lower  than  in  the 
countries  mentioned  above. 
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TABLE  11.1 

Expenditure  on  labour  market  programmes  per  unemployed  person  (US$) 


Country 

Year 

Expenditure  pi 

Total  US$ 

er  one  unemployed  person 
of  which  active  measures 

US$  %  of  total 

Austria 

1989 

15,518 

3,492 

22.5 

Belgium 

1990 

21,679 

6,157 

28.4 

Canada 

1989- 

-90 

9,974 

2,434 

24.4 

Denmark 

1991 

29,980 

6,865 

22.9 

Finland 

1991 

18,383 

7,022 

38.2 

France 

1990 

14,766 

4,400 

29.8 

Germany 

1990 

19,160 

11,170 

58.3 

Greece 

1988 

477 

276 

57.8 

Italy 

1988 

4,834 

2,296 

47.5 

Netherlands 

1989 

17,734 

5,320 

30.0 

Norway 

1989 

16,858 

7,838 

46.5 

Portugal 

1989 

1,785 

1,180 

66.1 

Spain 

1988 

4,542 

1,122 

24.7 

Sweden 

1991 

31,026 

18,863 

60.8 

Switzerland 

1988 

29,212 

14,021 

48.0 

Turkey 

1989 

276 

276 

100.0 

United  Kingdom  1991 

5,468 

1,865 

34.1 

United  States 

1989- 

-90 

4,710 

1,780 

37.0 

Average  (unweighted) 

13,000 

5,036 

38.7 

Poland" 

1990 

624 

200 

32.0 

1991 

769 

54 

7.0 

1992 

711 

33 

4.7 

1993 

642 

71 

11.1 

planned  1994 

655 

85 

13.0 

Source:  Replies  to  the  questionnaire  and  OECD,  Employment  Outlook,  1991,  and  Ministry  of  Labour 
and  Social  Policy. 

"  Net  expenditure  (without  taxes  and  charges)  on  active  programmes  included  training  of 
unemployed  persons,  subsidized  employment,  public  works  and  loans  for  creation  of  small 
enterprises. 


The  question  of  increasing  efficiency  has  growing  importance  in 
the  labour  market  policies  in  Poland.  In  conditions  of  very  limited 
available  resources  for  active  labour  market  programmes  it  is  even 
more  important  than  in  other  highly  developed  countries. 
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TABLE  11.2 


Unemployment  rate  and  public  expenditure  on  labour  market  programmes 
in  selected  countries,  1993 


Country 

Unemploy 
ment 
rate  (U) 

-  Public 
expenditure 
as  %  of 
GDP 

Coefficient  % 

of  of  un¬ 

coverage  employed 
(PE/U)  covered 

A  Countries  with  highest 
unemployment  rates 
(above  12%) 

1  Spain 

22.7 

3.95 

0.17 

18 

2  Finland 

17.9 

6.89 

0.38 

62 

3  Ireland” 

16.0 

4.27 

0.27 

25 

4  Bulgaria 

15.8 

0.76 

0.05 

— 

5  Poland 

15.8 

2.05 

0.13 

12 

6  Hungary 

12.9 

2.94 

0.23 

— 

7  Slovak  Republic 

12.8 

1.22 

0.09 

— 

8  Denmark 

12.2 

6.77 

0.55 

75 

Average  (unweighted) 

15.8 

3.62 

0.23 

38 

B  Countries  with  middle 

unemployment  rates  (7- 
9  Belgium 

-12%) 

11.9 

4.00 

0.34 

17 

10  France 

11.7 

2.99 

0.25 

41 

1 1  Canada 

11.1 

2.65 

0.24 

_ 

12  Italy 

10.4 

1.84 

0.18 

_ 

13  United  Kingdom 

10.3 

1.75 

0.17 

22 

14  Greeceb 

8.7 

1.19 

0.14 

18 

15  Romania 

9.1 

_ 

_ 

_ 

16  Germany 

8.9 

4.19 

0.47 

35 

17  Turkey 

8.7 

— 

_ 

_ 

18  Netherlands 

6.7 

3.36 

0.50 

31 

19  Sweden 

7.8 

5.69 

0.73 

24 

Average  (unweighted) 

9.6 

3.07 

0.32 

27 

C  Countries  with  lowest  un¬ 
employment  rates  (below  7%) 

20  United  States  6.8 

0.69 

0.10 

53 

21  Norway 

6.0 

2.90 

0.48 

114 

22  Portugal 

5.5 

1.90 

0.34 

12 

23  Switzerland 

4.5 

1.99 

0.44 

40 

24  Austria 

4.2 

1.77 

0.42 

44 

25  Czech  Republic 

3.0 

0.36 

0.12 

26  Japan 

2.5 

0.35 

0.14 

5-10 

Average  (unweighted) 

4.7 

1.11 

0.24 

45 

Total  for  all  countries 

(average  unweighted) 

10.0 

2.60 

0.26 

37 

Sources:  OECD,  Employment  Outlook,  1994;  ILO,  Bulletin  of  Labour  Statistics  1994- 2. 
'  1991  *  1992 
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Integrated  programmes  for  counteracting  unemployment 
(towards  employment-oriented  strategies) 

An  integral  approach  to  counteracting  unemployment  means  treating 
employment  and  unemployment  as  integral  elements  of  the  economy. 
This  reflects  the  conviction  that  trying  to  address  the  problems  posed 
by  unemployment  as  though  outside  the  economic  mainstream,  in 
the  form  of  special  programmes  (such  as  public  works  or  'inter¬ 
vention'  projects),  has  low  effectiveness  and  an  extremely  high  cost. 
Even  accepting  that  such  programmes  always  meet  some  social 
objectives,  they  are  addressed  at  selected  groups  of  the  unemployed 
population. 

An  active  policy  of  combating  unemployment  should  attempt  to 
address  three  fundamental  tenets:  (1)  primacy  of  work  over  idleness 
(primacy  of  any  work  -  permanent,  temporary,  full-time  or  part- 
time);  (2)  primacy  of  income  earned  by  working  over  unemployment 
benefit;  and  (3)  primacy  of  training  over  joblessness.  In  order  to 
realize  these  tenets,  the  policy  for  counteracting  the  consequences  of 
unemployment  (shielding  policy)  should  be  replaced  by  a  policy  for 
counteracting  the  causes  and  factors  which  generate  unemployment 
and  by  an  active  policy  of  new  job  creation.  Wherever  possible, 
resources  should  be  shifted  from  shielding  to  activating  efforts,  by 
creating  new  jobs.  This  requires  treating  unemployment  as  an  impor¬ 
tant  factor  in  economic  decisions  and  as  an  integral  element  of 
macro-economic  and  regional  policy.  This  policy  should  be  based  on 
three  main  principles. 

First,  all  government  decisions  pertaining  to  macro-economic 
policy  instruments,  to  instruments  of  industrial  and  foreign  trade 
policy,  and  to  the  closing  down  or  the  privatization  of  enterprises, 
should  include  an  assessment  of  their  effects  on  the  labour  market. 
Additionally,  the  decisions  should  include  an  economic  and  social 
cost-benefit  analysis  and  a  package  of  measures  for  training  and 
employing  those  who  are  made  redundant  by  the  change  processes. 
Second,  the  Minister  of  Labour  and  Social  Policy  should  have  legal 
authorization  to  analyse  and  appraise  the  employment  effects  of 
such  decisions  and  to  propose  alternative  solutions.  Third,  the 
programmes  for  counteracting  unemployment  presented  in  the 
succeeding  part  of  this  chapter  should  constitute  part  and  parcel  of 
socio-economic  policy,  and  should  not  be  reserved  for  the  exclusive 
domain  of  intervention  by  the  Minister  of  Labour  and  the  staff  of 
local  labour  offices. 

The  most  effective  method  for  limiting  unemployment  is  to 
increase  productive  employment  (or  check  its  decrease).3  This  calls 
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for  an  active  programme  of  fighting  unemployment  at  its  source.  I 
do  not  share  the  opinion  expressed  by  certain  decision  makers  that 
the  str  uggle  against  unemployment  should  be  limited  to  the  organi¬ 
zation  of  public  works.  I  do  not  reject  socially  useful  and  rationally 
organized  public  works  or  other  labour  market  measures,  but  these 
cannot  solve  the  problem  presented  by  unemployment  having  its 
roots  in  a  deep  economic  recession  and  the  transformation  of  the 
economy.  Neither  do  I  share  the  view  that  the  problem  of  unemploy¬ 
ment  can  be  alleviated  or  solved  by  operating  labour  offices 
efficiently,  having  the  Labour  Fund  as  their  entire  resource. 

At  present  these  offices  are  inefficient.  They  call  for  expansion, 
modernization  and  employment  of  highly  skilled  personnel  to  allow 
them  to  play  a  significant  role.  However,  even  the  best  labour  offices 
can  never  take  the  place  of  an  economic  mechanism  securing  growth 
and  expansion  of  employment  opportunities,  and  by  themselves 
they  can  never  solve  the  problem  of  unemployment.  In  most  West 
European  countries  such  offices  are  well-organized  and  equipped, 
but  their  influence  on  the  labour  market  is  not  decisive.  Available 
data  show  that  active  labour  market  programmes  (job  creation 
programmes)  costing  between  2  and  6  per  cent  of  GDP  (in  Poland 
less,  about  2  per  cent)  secure  work  for  5  to  10  per  cent  of  all 
unemployed  persons.  One  could  hardly  expect  that  in  Poland  a 
public  works  programme  or  other  special  programmes  could 
provide  work  for  a  large  number  of  the  unemployed,  even  though 
such  programmes  are  badly  needed  and  vital. 

Studies  of  barriers  to  production  growth  and  recovery  from  a 
recession  point,  in  particular,  to  insufficient  demand,  a  heavy  tax 
burden,  tight  and  expensive  credit,  and  crowding  out  by  imports. 
Given  this,  any  programme  of  combating  unemployment  must  be 
based  on  economic  recovery  through  stimulating  effective  demand 
without  inflationary  impulses.  This  is  difficult,  yet  feasible. 

Three  fundamental  changes  in  economic  policy  should  check  the 
rise  in  unemployment  and  reduce  its  overall  level  (see  Figure  11.1) 

1  Initiating  macro-economic,  sectoral  and  regional  (local)  projects 
and  measures  to  expand  demand  and  productive  employment; 

2  Reforming  the  Labour  Fund  in  ways  which  could  guarantee  that 
active  labour  market  programmes  result  in  higher  productive 
employment  and  the  retraining  of  the  unemployed; 

3  Creating  the  institutional  framework  required  for  reducing 
unemployment. 
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EIGHT  MACRO-ECONOMIC  ELEMENTS  OF  THE  PROGRAMME 

Actions  in  eight  interrelated  areas  are  of  fundamental  importance  for 
counteracting  unemployment.  These  are: 

1  Promoting  optimal  effective  demand; 

2  Reducing  the  gap  between  the  number  of  eliminated  and  the 
number  of  newly  created  jobs; 

3  Stimulating  economic  processes  and  securing  better  use  of 
existing  capacities  for  turning  out  products  accepted  by  the 
national  and  international  markets; 

4  Stimulating  investment; 

5  Optimizing  the  foreign  economic  relations  policy; 

6  Supporting  a  housing  construction  programme; 

7  Promoting  small  business  development  and  self-employment; 

8  Encouraging  large-scale  development  of  vocational  training  (see 
Figure  11.1). 

PROMOTING  OPTIMAL  EFFECTIVE  DEMAND 

The  drop  in  output  and  employment  in  Poland  is  a  consequence  of 
a  restrictive  tax  and  fiscal  policy  leading  to  headlong  reduction  of 
effective  demand.  Aggregate  effective  demand  is  made  up  of  four 
major  elements: 

1  Consumer  demand  generated  by  individual  income; 

2  Demand  generated  by  the  budgetary  sector  (often  called  collec¬ 
tive  consumption); 

3  Investment  demand; 

.  4  Demand  due  to  export  surpluses. 

In  all  these  component  elements  of  demand  there  have  been  deep 
falls  resulting  in  unemployment.  Wages,  salaries  and  incomes  of 
farmers  declined  dramatically  (see  Table  11.3).  The  decline  in  real 
incomes  is  closely  matched  by  the  fall  in  output  and  the  growth  of 
unemployment. 

Investment  demand  was  shaped  under  the  impact  of  declining 
consumer  demand  and  other  factors  (such  as  the  accessibility  of 
credit,  profitability  and  interest  rates).  Depending  on  the  method  of 
calculation,  investment  outlays  declined  15-20  per  cent  in  real  terms. 


FIGURE  11.1 

Main  elements  of  the  Programme  of  Counteracting  Unemployment 
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TABLE  11.3 

Dynamics  of  real  personal  incomes  of  population,  1989-93 


Income  category 

1990 

1991 

1992 

1993 

(1989  = 100) 

Total,  of  which: 

85.3 

90.4 

82.3 

79.8 

1  Wages  and  salaries 

2  Pensions,  social  allowances. 

67.7 

65.9 

57.9 

54.8 

unemployment  benefits 

3  Farmers'  incomes 

85.7 

111.2 

104.8 

105.2 

— 

50.1 

40.7 

46.3 

4  Other  incomes a 

- 

- 

- 

185.0 

Sources:  CSO,  Statistical  Yearbooks  of  1992  and  1993  and  Rzeczpospolita,  7  February  1994. 
“  Author's  estimates. 


Imports  of  commodities,  with  the  exception  of  1990,  have  been 
growing  at  a  faster  rate  than  exports,  leading  to  trade  account 
deficits  amounting  to  US$620  million  in  1991,  US$2.7  billion  in  1992 
and  US$4.7  billion  in  1993.  This  implies  importing  labour  -  or 
unemployment  -  on  a  massive  scale.  Our  estimate  is  that  such  a 
policy  was  responsible  for  adding  anywhere  between  700,000  and 
800,000  people  to  the  army  of  the  unemployed. 

It  follows  that  one  of  tire  most  important  methods  of  increasing 
productive  employment  is  a  rational  promotion  of  effective  demand. 
This  requires,  first  of  all,  eliminating  a  restrictive  and  highly  central¬ 
ized  wage  policy.  Direct  labour  cost  in  industry  constitutes  10  per 
cent  of  the  value  of  sales.  Thus,  a  proportional  increase  in  the  wage 
fund  compared  with  a  growth  in  sales  would  promote  supply  and 
demand  without  promoting  inflation.  This  requires  a  change  in  the 
wage  fund  formation  formula,  which  should  be  based  on  the  partici¬ 
pation  of  employees  of  enterprises  in  sales  and  the  improvement  of 
economic  performance. 

REDUCING  THE  RATE  OF  JOB  ELIMINATION 

The  central  issue  here  is  the  gap  between  the  number  of  eliminated 
and  the  number  of  newly  created  jobs.  According  to  latest  CSO  data, 
between  1989  and  1993  the  number  of  people  employed  in  the  public 
sector  was  reduced  by  nearly  3.2  million,  employment  in  the  private 
sector  increased  by  some  0.6  million,  and  in  aggr  egate  the  number  of 
people  employed  in  the  national  economy  declined  by  2.6  million.4 
In  the  private  sector,  old  jobs  have  been  replaced  and  new  jobs  have 
been  created,  but  there  is  a  net  increase  of  jobs  in  that  sector.  In  the 


226  LABOUR  MARKET  POLICIES:  COUNTRY  CASE  STUDIES 

public  sector  (above  all,  in  industry),  the  process  has  been  more  of  a 
one-way  street  of  eliminating  jobs  and  reducing  employment.  For 
the  economy  as  a  whole,  for  every  six  employees  made  redundant 
one  new  employee  is  hired,  and  that  has  been  the  cause  of  increased 
unemployment.  In  order  to  slow  this  process,  it  is  necessary  to 
reduce  the  rate  of  eliminating  existing  jobs  and  to  speed  up  the 
process  of  creating  new  jobs.  How  this  can  be  achieved  is  the  crucial 
question  for  economic  policy. 

Let  us  first  try  to  answer  the  question  of  how  to  reduce  the 
number  of  jobs  being  eliminated.  Upon  closer  examination  it 
becomes  evident  that  jobs  are  being  eliminated  all  too  rashly,  with¬ 
out  proper  cost-benefit  analysis,  with  people  and  employment 
treated  instrumentally.  It  is  an  easy  way  in  which  economic 
ministries,  sectors  and  employers  can  disclaim  any  responsibility  for 
job  destruction  and  the  need  to  provide  for  the  unemployed,  leaving 
this  responsibility  entirely  to  the  Minister  of  Labour  and  Social 
Policy  and  the  local  labour  offices.  Most  restructuring  programmes 
make  insufficient  allowance  for  the  human  factor  and  the  need  to 
offer  the  people  made  redundant  a  vision  and  opportunities  for 
employment.  The  main  wisdom  of  such  a  policy  boils  down  to  dis¬ 
placing  people,  from  domestic  product  generation  to  the  dole  and 
the  welfare  umbrella. 

It  is  astonishing  that  even  the  most  sweeping  restructuring  or 
privatization  programmes  have  failed  to  address  the  question  of 
what  happens  to  the  people  and  where  would  they  find  employ¬ 
ment.  The  new  approach  to  processes  of  eliminating  jobs  must  be 
faithful  to  three  fundamental  principles. 

Principle  One:  any  restructuring  programmes  must  take  full  account 
of  the  human  factor,  providing  opportunities  for  employment,  re¬ 
training  and  fuller  utilization  of  available  labour  resources. 

Principle  Two:  any  planned  restructuring  requires  a  complex  cost- 
benefit  simulation  analysis,  taking  into  account  all  the  effects  and 
consequences,  and  the  complete  cost,  including  the  price  of  increased 
unemployment  (cost  of  benefits,  retraining,  creating  new  jobs, 
employment  in  intervention  projects  or  public  works).  Depending 
on  the  outcome  of  such  an  analysis,  the  proposed  programme  can  be 
accepted,  modified  or  rejected.  The  vast  majority  of  earlier  pro¬ 
grammes  lacked  such  an  in-depth  cost-benefit  analysis. 

Principle  Three:  should  it  turn  out  that  there  is  no  chance  for  doing 
something  useful  with  the  large  numbers  of  employees  made 
redundant  (such  as,  for  instance,  with  employees  of  state  farming 
enterprises)  or  that  the  aggregate  cost  of  eliminating  jobs  will  well 
exceed  the  expected  benefits,  then  alternative  solutions  should  be 
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sought.  It  may  turn  out  that  Labour  Fund  assistance  to  enterprises, 
leading  to  the  continuation  of  existing  jobs,  could  prove  the  least 
costly  solution  and  the  one  which  should  be  selected. 

BETTER  USE  OF  EXISTING  JOBS 

During  a  recession  there  is  a  paradoxical  situation  when  productive 
resources  are  unemployed  -  men  out  of  work,  machines  idle,  land 
falling  out  of  cultivation  -  while  at  the  same  time  there  is  a  bitter 
need  for  the  goods  which  they  are  able  to  produce.  Output  falls 
below  its  possible  maximum,  not  when  needs  are  satiated,  but  when 
demand  is  deficient.5  Unemployment  in  the  Polish  economy  is  not 
due  to  a  shortage  of  places  to  work.  The  level  of  capacity  utilization 
in  industry,  measured  by  its  optimal  standard,  is  very  low  and  has 
been  reduced  in  recent  years:  practically  all  enterprises  with  non- 
continuous  manufacturing  processes  fail  to  use  their  optimal 
productive  capacity  for  even  one  full  shift.  It  is  estimated  that  the 
capacity  utilization  rate  for  all  industry  is  53  per  cent,  in  electrical¬ 
engineering  47  per  cent,  chemical  52  per  cent,  wood-and  paper  63 
per  cent,  textile,  clothing  and  footwear  67  per  cent,  food  processing 
72  per  cent,  and  printing  57  per  cent. 

Should  it  prove  possible  to  make  use  of  some  of  these  job  places 
and  increase  the  capacity  utilization  rate  in  industry  to,  say,  70  per 
cent  of  the  optimum  rate,  then  productive  employment  could  go  up 
by  about  one  million  people  without  any  basic  investment  in  capacity. 
Hence,  business  recovery,  higher  demand  and  output  are  the  keys  to 
the  programme  of  containing  unemployment.  When  every  second  or 
third  job  place  in  public  industry  is  idle,  then  better  capacity  utilization 
becomes  the  cheapest  and  most  effective  way  of  reducing  unemploy¬ 
ment.  This  could  lead  to  a  secondary  increase  of  employment  in  other 
parts  of  the  economy,  such  as  transport,  commerce  and  services. 

The  main  barriers  to  increasing  output  are:  low  demand,  inter¬ 
company  debt  and  the  absence  of  real  motivation  to  raise  output  and 
productivity  due  to  the  notorious  popiwek,  the  extremely  progressive 
(up  to  150  per  cent)  tax-based  system  of  wage  controls.  The  present 
system  -  let  us  repeat  -  should  be  replaced  by  the  rule  of  linking  pay 
increases  to  the  work  input  and  economic  performance  of  enterprises, 
measured  by  growth  of  sales  and  profits.  Pay  increases  proportionate 
to  improvements  in  sales  and  productivity  will  not  fuel  inflation, 
since  supply  will  be  growing  faster  than  wages  (which  are  but  one 
element  of  the  cost  of  sale). 

Given  capacity  underutilization  and  unemployment,  resorting  to 
other  forms  of  job  creation  (public  works,  for  example)  must  be 
dictated  by  a  comprehensive  cost-benefit  analysis  and  analysis  of 
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needs.  It  may  turn  out  that  reducing  unemployment  through  better 
use  of  existing  job  places  could  be  more  cost-effective  than  other 
special  labour  market  programmes. 

PROMOTING  INVESTMENT 

In  the  longer  run,  the  rate  and  increase  of  employment  will  be 
decided  by  investment,  both  in  the  public  and  in  the  private  sectors. 
The  scale  of  investment  was  cut  to  the  very  edge  of  stagnation. 
Dwindling  investment  by  the  state  was  not  compensated  for  by 
higher  private  investment.  The  propensity  to  invest  has  been  checked 
by  high  interest  rates  and  extremely  low  rates  of  return,  both  in 
public  and  in  private  industry.  In  such  circumstances,  prompting 
investment  by  various  means,  particularly  through  a  properly 
tailored  tax  policy,  is  absolutely  vital. 

Taxes  on  income  slated  for  investment  should  be  much  lower 
than  on  that  part  of  income  which  is  distributed  or  consumed.  This 
holds  for  all  sectors,  including  the  household  sector.  This  is  particular¬ 
ly  crucial  when  promoting  private  sector  development.  Observations 
show  that  too  much  of  the  net  profit  generated  by  that  sector  is 
channelled  into  buying  luxuries  (such  as  expensive  cars  and  luxurious 
residences)  rather  than  being  used  for  investment  and  development. 
This  has  been  mainly  because  the  tax  system  did  not  offer  real 
incentives  for  productive  investment,  and  investment  credit  is  too 
expensive.  Since  January  1994,  a  new  system  of  promotion  of  invest¬ 
ment  has  been  introduced  gradually. 

Real  reserves  to  be  tapped  for  increasing  investment  are  the 
savings  of  the  household  sector  held  in  foreign  exchange  on  accounts 
with  Polish  banks,  amounting  to  some  US$8  billion.  The  question  of 
using  this  potentially  large  source  of  funds  for  development  of  the 
Polish  economy  and  the  creation  of  new  jobs  should  be  examined 
urgently  by  the  Ministry  of  Finance  and  the  National  Bank  of  Poland, 
in  order  to  offer  foreign  exchange  credits  to  Polish  enterprises  on 
terms  similar  to  those  available  in  Western  countries.  Given  the 
recession  and  the  high  nominal  interest  rates,  consideration  should  be 
given  to  selective  periodic  revaluation  of  credits  -  investment 
projects  with  a  short  gestation  cycle  (say,  six  months  to  a  year) 
offering  credits  at  low  interest  (say,  5  per  cent),  with  revaluation  of 
the  principal  amount  after  production  start-up  and  the  beginning  of 
revenue  flows.  This  could  exert  a  positive  impact  on  employment 
and  economic  recoveiy. 

EIOUSING  CONSTRUCTION  PROGRAMME 

Development  of  housing  construction  can  serve  as  another  pro- 
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gramme  to  achieve  radical  cuts  in  unemployment.  Such  a  programme 
could  have  the  side-effect  of  stimulating  activity  in  other  industries 
and  in  the  service  sector.  The  main  constraints  on  such  a  programme 
are  the  unavailability  of  low-cost  credits  and  tax  credits  to  the  house¬ 
hold  sector  for  housing  construction.  Removal  of  these  constraints 
will  be  possible  only  when  such  a  programme  is  embraced  as  a  joint 
undertaking  of  the  state  and  the  population.  The  state  budget  would 
have  to  provide  considerable  funds  for  subsidizing  the  interest  rate 
on  credits  extended  to  the  public  on  preferential  terms.  Local  authori¬ 
ties  should  set  up  Social  Housing  Funds,  fuelled  with  revenues  from 
the  sale  of  communal  flats  and  other  sources,  and  supported  by  the 
Labour  Fund  in  the  form  of  public  works  connected  with  housing 
construction. 

Activation  of  the  construction  industry  would  allow  for  moving 
hundreds  of  thousands  of  the  currently  unemployed  from  the  dole 
to  production,  in  turn  providing  a  source  of  additional  tax  revenue 
for  the  state  budget.  It  would  also  lead  to  higher  production  of 
construction  materials,  generating  additional  corporate  income  tax 
revenue  for  the  state  budget.  All  told,  such  additional  revenue  could 
well  outweigh  the  extra  cost  of  subsidizing  preferential  housing 
credits. 

PROMOTING  SMALL-BUSINESS  DEVELOPMENT  AND  SELF-EMPLOYMENT 
Experience  in  industrial  countries  indicates  that  opportunities  for 
increasing  employment  in  large  enterprises  are  quite  limited.  Small 
businesses  employing  up  to  10  people  absorb  an  ever  larger  share  of 
labour,  and  the  last  decade  saw  a  vast  development  of  programmes 
for  containing  unemployment  by  self-employment  (basically,  such 
programmes  provide  an  alternative  to  using  unemployment  insur¬ 
ance  or  social  welfare  funds  for  benefit  payments). 

There  should  be  an  array  of  programmes  for  promoting  small- 
scale  production,  enabling  the  unemployed  to  use  the  funds  which 
they  would  otherwise  obtain  in  the  form  of  benefits  for  investment 
purposes.  This  would  mean  capitalizing  the  full  amount  due  as 
benefits  in  one  lump  sum  which  the  unemployed  could  use  for 
starting  up  a  business.  There  should  also  be  other  assistance  in  the 
form  of  various  tax  exemptions  and  special  grants  for  employment 
of  other  jobless  people  in  the  new  business. 

Tax  relief  and  credit  guarantees  are  critical  to  small-business 
development.  Such  opportunities  are  offered  by  the  new  Law  on 
Employment,  with  the  reservation  that  the  funds  provided  for  this 
purpose  and  for  promotion  are  extremely  limited.  Hie  Employment 
and  Development  Fund  proposed  here  would  have  as  its  objective 
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the  extension  of  loans  and  credit  guarantees  for  small-business 
development,  particularly  in  pockets  of  structural  unemployment.  It 
is  also  necessary  to  set  up  numerous  local  advisory  and  business 
initiative  centres. 

OPTIMIZING  FOREIGN  ECONOMIC  RELATIONS 

An  optimum  job-promoting  foreign  economic  relations  policy 
should  increase  competition,  but  also  safeguard  the  market  against 
a  deluge  of  imports  and  the  dumping  of  subsidized  consumer 
products  from  the  developed  countries.  The  policy  pursued  did  not 
take  these  elements  into  consideration,  and  in  effect  exerted  a  highly 
negative  impact  on  the  level  of  employment  in  Poland.  Foreign 
economic  relations  policy  cannot  ignore  the  impact  of  import  growth 
on  the  labour  market  in  Poland.  Its  main  task  should  be  to  promote 
more  exports,  to  safeguard  jobs  in  the  Polish  economy  and  to 
establish  conditions  for  fair  competition  on  the  Polish  market. 
Vitally  important  is  a  policy  to  promote  imports  of  capital 
equipment  to  be  used  for  creating  new  job  places.  In  recent  years 
imports  were  increasingly  made  up  of  finished  consumer  goods 
which  in  effect  implied  importing  labour  or  unemployment. 

LARGE-SCALE  DEVELOPMENT  OF  VOCATIONAL  TRAINING  AND 
RETRAINING 

The  scale  of  training  programmes  for  the  unemployed  is  practically 
negligible.  In  1991  and  1992  vocational  training  was  offered  to  about 
2-3  per  cent  of  the  unemployed.  Using  the  average  ratio  of  unem¬ 
ployed  training  in  the  OECD  countries  (20  per  cent  coverage), 
training  should  be  given  to  some  500,000  jobless  each  year.  This 
target  is  unattainable  overnight,  as  it  requires  a  successive  roll  out  in 
the  form  of  regular  increases  in  the  numbers  of  people  vocationally 
retrained.  This  requires  the  drafting  of  functional  vocational  training 
programmes  in  trades  and  specialities  for  which  there  is  current  or 
prospective  demand.  The  training  programme  should  be  extended, 
above  all,  to  the  unemployed  young  people,  as  this  is  of  particular 
social  significance. 

Active  labour  market  programmes 

An  integral  approach  includes  active  intervention  on  the  labour 
market,  which  should  be  fully  linked  with  macro-economic  and 
regional  (local)  development  policies. 

The  main  source  of  financing  unemployment  benefits  and  active 
labour  market  programmes  (training,  intervention  projects,  public 
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works,  loans)  has  been  the  Labour  Fund.  The  concept  of  an  inte¬ 
grated,  all-in-one  Labour  Fund  was  criticized  in  discussions  on  the 
Employment  Act  in  December  1989.  The  current  fund  combines  two 
quite  different  functions:  a  support  umbrella  and  activation.  In 
effect,  the  support  function  of  paying  out  allowances  is  of  a 
mandatory  nature,  while  the  activating  function  is  of  a  discretionary 
character.  Another  weakness  of  the  arrangement  relates  to  the 
budgetary  nature  of  funds  applied  toward  activation  programmes. 
This  prevents  opportunities  for  the  self-financing  of  programmes, 
for  instance  with  money  received  as  a  loan  repayment,  interest,  or 
from  other  sources. 

The  present  Labour  Fund  should  be  replaced  with  two  funds  -  an 
Employment  and  Development  Fund  and  an  Unemployment 
Insurance  Fund.  These  funds  would  differ  in  character,  objectives 
and  targets  to  be  attained.  The  first  would  be  a  business  fund  used 
for  the  promotion  of  productive  job  creation  and  economic 
development,  while  the  second  would  serve  as  a  social  umbrella. 
The  proposal  to  operate  through  two  such  funds  requires  analysing 
the  ways  and  means  through  which  they  would  be  funded  (see 
Figure  11.2).  The  basic  idea  of  the  reform  proposed  is  the  integration 
of  factors  generating  unemployment  (restructuring  and  privatization, 
for  example)  with  the  sources  of  financing  programmes  for 
counteracting  unemployment  (see  Figure  11.2). 


Institutional  conditions  for  effective  counteracting  of 
unemployment 

As  already  indicated,  the  effective  counteracting  of  unemployment, 
levelling  off  its  growth  and  then  reducing  it,  requires  an  integrated 
and  complex  approach  to  employment  and  economic  policy  at  all 
decision-making  levels:  macro-economy,  production  sectors,  econo¬ 
mic  regions  and  local  labour  markets. 

This  cannot  be  attained  without  a  reform  of  the  institutional 
framework.  So  far,  unemployment  issues  have  been  treated  largely 
as  a  problem  of  the  Ministry  of  Labour  and  Social  Policy,  which 
managed  the  Labour  Fund,  and  of  labour  offices.  We  propose 
assigning  a  higher  priority  and  obtaining  better  effects  through 
active  forms  of  promoting  employment  by  making  fundamental 
changes  in  the  role  of  central  administration: 

1  Appointment  in  the  Cabinet  Office  of  an  Inter-Departmental 


FIGURE  11.2 

Proposed  Employment  and  Develoment  Fund 
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Team  for  Unemployment  and  Employment  Questions  (made  up 
of  deputy  ministers  and  experts  and  headed  by  the  deputy  prime 
minister)  which  would  analyse  the  effectiveness  of  policy  measures 
designed  to  control  unemployment  on  a  regular  basis,  and  which 
would  then  draft  programmes  and  proposals  of  appropriate 
Cabinet  decisions. 

2  Appointment  of  a  Standing  Expert  Team  for  Counteracting 
Unemployment  by  the  Minister  of  Labour  and  Social  Policy.  The 
team  would  be  responsible  for  analysing  the  factors  leading  to 
growth  of  unemployment,  identifying  the  barriers  to  higher 
employment,  initiating  new  job  creation,  and  considering  pro¬ 
posals  and  initiatives  of  local  authorities  to  be  funded  out  of  the 
proposed  Employment  and  Development  Fund  and  other  sources 
available  for  financing  active  labour  market  programmes. 

3  Local  employment  councils  should  be  activated  and  serve  several 
important  functions.  The  most  important  would  be  to  draft 
proposals  for  programmes  for  containing  unemployment  within 
the  local  province  or  region.  Such  programmes  should  include  an 
assessment  of  the  effectiveness  of  measures  applied  so  far  to 
counter  unemployment  and  the  main  thrust  of  local  policies  to 
secure  economic  recovery  and  higher  productive  employment. 
The  council  should  formulate  recommendations  aimed  at  con¬ 
taining  the  rise  of  unemployment,  mobilizing  resources  for  active 
labour  market  programmes  and  proposing  ways  for  effective  use 
of  available  resources. 

The  analysis  of  the  impact  of  labour  market  policies  on  counter¬ 
acting  unemployment  and  proposals  for  new  and  alternative  policies 
and  programmes  lead  to  two  important  conclusions.  First,  an  effective 
programme  of  action  against  unemployment  will  not  be  possible 
without  assigning  it  a  more  prominent  rank  within  social  and  eco¬ 
nomic  policy  on  the  national,  sectoral,  regional  and  local  scales.  In 
this  context  one  might  cite  the  well-known  principle  championed  by 
the  long-standing  Swedish  prime  minister,  the  late  Olof  Palme:  'in 
my  government  all  ministers  are  ministers  of  full  employment'.  In 
simple  terms  this  means  that  no  economic  decisions  should  be  taken 
without  taking  due  account  of  their  impact  on  employment  and 
unemployment. 

Second,  it  is  only  the  combination  of  efforts,  measures,  active 
labour  market  policies  and  economic  policies  and  instruments  of  the 
government,  administrative  officials,  local  authorities  and  the  Polish 
parliament  which  can  offer  a  chance  of  reversing  the  process  of 
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employment  de-activation  of  hundreds  of  thousands  of  people  and 
implementing  the  principle  of  primacy  of  employment  over 
unemployment  and  of  income  from  labour  over  the  dole. 

NOTES 

1  The  policy  was  in  line  with  the  approach  to  combating  unemployment 
prevailing  in  market  economies.  This  approach  has  been  expressed 
briefly  by  the  Minister  of  Labour  of  Denmark,  as  follows:  'The  task  is 
therefore  to  create  a  sufficient  number  of  jobs.  When  economic  growth 
cannot  solve  this  problem  by  itself  it  is  essential  to  try  new  ways  through 
an  active  labour  market  policy'.  Jytte  Andersen,  Minister  of  Labour, 
Denmark,  quoted  in  ILO-CEC  (1993),  The  Design  and  Implementation  of 
Strategies  for  Local  Employment  and  Economic  Development,  Geneva,  p.  2. 

2  OECD  (1990),  Labour  Market  Policies  for  the  1990s,  Paris,  p.  37. 

3  This  strategy  is  based  on  a  longer  report  entitled  'Programme  for 
Counteracting  Unemployment  in  Poland'  developed  by  the  author  for 
the  Polish  Government  in  the  Institute  of  Labour  and  Social  Studies  in 
early  1993.  This  is  one  of  two  programmes  for  containing  unemploy¬ 
ment.  Another  report,  entitled  'Programme  for  Counteracting  Unem¬ 
ployment  and  Alleviating  Its  Negative  Consequences'  was  developed 
by  the  Ministry  of  Labour  and  Social  Policy.  These  programmes,  while 
sharing  certain  common  objectives,  differ  vastly  in  approach.  None¬ 
theless,  they  represent  a  good  starting  point  for  formulating  a  new, 
active  policy  for  counteracting  the  unemployment  phenomenon. 

4  CSO  (1994),  Concise  Statistical  Yearbook,. 

5  Robinson,  Joan  (1939),  Introduction  to  the  Theory  of  Employment,  Mac¬ 
millan,  London,  p.  3. 


The  Efficiency  of  Retraining  Schemes 
in  Hungary 


-  ERVIN  GOMBOS  - 


Introduction 

After  the  1990  elections,  the  economy  in  Hungary  continued  to  fare 
badly.  The  GDP  dropped  by  20  per  cent  between  1989  and  1993.  Both 
industrial  production  and  agricultural  production  have  fallen  by  30 
per  cent  between  1990  and  1993.  In  its  four-year  economic  policy 
action  plan,  introduced  in  March  1991,  the  government  gave  priority 
to  the  anti-inflation  policy  and  virtually  neglected  the  unemploy¬ 
ment  problem  by  considering  it  a  natural  outcome  of  the  economic 
transformation.  The  employment  policy  of  the  government  was 
limited  to  the  management  of  unemployment  problems.  The  highest 
number  of  registered  unemployed  was  705,000  in  February  1993. 
Since  then  it  has  started  slowly  to  decrease. 

The  most  serious  issue  in  connection  with  unemployment  in 
Hungary  has  been  the  large  proportion  of  young  unemployed 
persons.  Women  have  been  less  affected  by  lay-offs.  This  is  under¬ 
standable  because  many  of  the  old  industries  which  are  now  in 
serious  difficulties  (metallurgy  and  mining,  for  example)  employed 
mostly  men.  It  should  also  be  noted  that  women  on  maternity  leave 
or  child-care  leave  are  considered  employed.  As  in  other  countries, 
unskilled  and  less  educated  workers  are  also  hit  harder  by 
unemployment  than  the  rest  of  the  population  in  Hungary.  Of  the 
unemployed,  24.4  per  cent  were  unskilled  and  blue-collar  workers 
constituted  83  per  cent  of  the  registered  unemployed  by  mid-1994. 

The  framework  of  the  government's  employment  policy  was  laid 
down  in  the  Employment  Law  (Act  IV  of  1991  on  Employment 
Promotion  and  Unemployment  Compensation)  which  has  been 
amended  on  three  occasions  since  its  adoption.  According  to  the 
provisions  of  the  law,  the  decision  and  financing  system  of  employ¬ 
ment  policy  has  been  reorganized.  Unemployment  compensation  is 
now  based  on  insurance.  Labour  market  expenses  are  financed  from 
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two  funds:  the  Solidarity  Fund  of  the  Unemployed  and  the  Employ¬ 
ment  Fund. 

1  The  Solidarity  Fund  is  generated  from  the  contributions  of 
employers  (5  per  cent  of  the  gross  wages)  and  employees  (1.5  per 
cent  of  their  earnings).  This  is  the  source  of  various  forms  of 
unemployment  compensation:  unemployment  benefits,  school- 
leavers'  unemployment  assistance,  early  retirement  pensions, 
and  unemployment  assistance. 

2  The  use  of  the  Employment  Fund  is  decided  at  the  beginning  of 
each  year  by  the  Labour  Market  Committee,  consisting  of 
representatives  of  the  government,  trade  unions,  and  associations 
of  employers.  Distribution  of  a  considerable  part  of  the  fund  is 
based  on  labour  market  conditions  in  the  individual  provinces 
(regions).  The  labour  councils  of  the  provinces  have  authority 
over  the  use  of  the  funds  allocated  to  them.  These  councils  are 
local  forums  for  the  reconciliation  of  interests.  (The  decentralized 
fund  was  Hungarian  Forints  (HUF)  3.4  billion  in  1991,  HUF6.8 
billion  in  1992,  and  HUF10.4  billion  in  1993.  The  present  exchange 
rate  is  US$1  to  HUF102.)  The  Employment  Fund  was  26  per  cent 
of  the  total  labour  market  budget  in  1991, 16  per  cent  in  both  1992 
and  1993,  and  for  1994  it  is  planned  to  be  22  per  cent. 

In  1992  more  than  half  of  the  decentralized  funds  were  used  by 
the  labour  centres  of  the  provinces  for  job-creating  investments  and 
for  assisting  training  programmes.  Provinces  usually  support 
programmes  aimed  at  decreasing  unemployment  and  making 
immediate  re-employment  possible.  In  most  regions  the  most 
important  programmes  are  aimed  at  job  creation.  The  central  funds 
provide  financial  sources  for  commitments  made  in  earlier  years  to 
handle  crisis  situations  and  for  centrally  initiated  employment  and 
training  programmes.  The  latter  commitments  basically  ensured  the 
central  support  of  four  programmes:  training;  expansion  of  employ¬ 
ment;  public  works;  and  job  creation  for  school-leavers,  youth,  long¬ 
term  unemployed,  and  persons  with  changed  (decreased)  ability  to 
work. 

In  1993  the  Employment  Fund  provided  assistance  to  247,000 
individuals.  The  sum  allocated  to  training  from  the  centrally  utilized 
part  of  the  Employment  Fund  is  distributed  through  competitive 
bidding  by  the  National  Training  Council,  which  consists  of  repre¬ 
sentatives  of  the  government,  trade  unions  and  association  of 
employers.  Organizations  of  employees  and  employers  are  involved 
in  the  preparation  and  implementation  of  decisions  since  an 
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institutional  system  for  the  reconciliation  of  interests  in  labour 
market  affairs  was  established. 


Labour  market  training  programmes 

The  active  labour  market  programmes,  which  have  been  introduced 
in  Hungary  in  order  to  decrease  unemployment  and  assist  re¬ 
employment  of  the  unemployed,  are  primarily  supported  by  the 
Employment  Fund  which  is  generated  from  the  state  budget  and 
from  the  income  of  privatization.  The  budget  of  the  Employment 
Fund  was  HUF12.6  billion  in  1991,  HUF18.1  billion  in  1992  and 
HUF19  billion  in  1993,  but  one  has  to  take  into  consideration  the  high 
inflation  in  these  years  (25-35  per  cent). 

In  the  current  policy  the  following  programmes  promote  re¬ 
employment  and  help  with  job  searching:  (1)  support  of  labour 
market  training /retraining;  (2)  subsidized  job  creation;  (3)  entrepre¬ 
neurial  assistance  for  some  unemployed;  (4)  early  retirement;  (5)  aid 
for  employment  promotion;  (6)  support  for  short-time  working 
schemes;  (7)  public  work. 

Table  12.1  shows  the  number  of  participants  who  were  in  the 
various  active  labour  market  programmes  and  the  distribution  of  the 
budget  among  the  programmes  in  1992. 


TABLE  12.1 

Participants  in  the  various  active  employment  programmes  and  the 
distribution  of  the  budget  among  the  programmes  in  Hungary,  1992 


Active  labour  market  programmes 

Budget  in 
millions  HUF 

Number  of 
participants 

Labour  market  training/ retraining 

2,722 

60,000 

Subsidized  job  creation 

2,624 

22,000 

Entrepreneurial  assistance 

249 

5,500 

Early  retirement 

744 

8,600 

Aid  for  employment  promotion 

315 

11,600 

Short-time  working  schemes 

416 

28,600 

Public  works 

1,617 

21,000 

Total 

8,687 

157,300 
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The  most  active  element  of  employment  policy  programmes  is 
labour  market  training.  Its  role  in  the  prevention  and  handling  of 
unemployment  is  determinant.  At  the  same  time  it  can  quickly 
ensure  the  appropriate  composition  of  labour  according  to  the  ever- 
changing  needs  of  the  market  economy.  In  labour  market  training, 
special  professional  knowledge  and  skills  can  be  acquired  in  order 
to  meet  the  requirements  of  the  labour  market.  In  addition,  job 
searching,  communication,  and  entrepreneurial  skills  can  be  learned 
and  developed.  Fifteen  to  20  per  cent  of  the  Employment  Fund  is 
used  annually  for  training  unemployed  or  those  exposed  to  un¬ 
employment. 

In  1992  more  than  60,000  persons  participated  in  labour  market 
training.  This  was  38.2  per  cent  of  those  involved  in  labour  market 
programmes.  Training  courses  have  been  the  most  important  way 
that  the  Employment  Fund  supports  training.  Various  courses,  both 
short  and  long,  were  attended  by  78  per  cent  of  the  participants  in 
the  training  programmes. 

The  number  of  participants  in  labour  market  training  pro¬ 
grammes  considerably  increased  in  1993,  by  50  per  cent,  which 
indicated  that  among  the  labour  market  programmes,  training 
should  get  important  support  from  the  government.  The  number  of 
participants  was  90,000.  In  1993,  close  to  a  quarter  of  the  Employ¬ 
ment  Fund  was  allocated  to  this  activity  and  30  per  cent  of  all 
participants,  in  the  various  active  employment  policy  programmes, 
attended  training  programmes.  Twenty-five  per  cent  of  the  partici¬ 
pants  in  training  programmes  did  their  training  independently  (in 
1992  it  was  22  per  cent).  The  gap  between  the  courses  offered  and 
individual  needs  was  shown  by  the  increasing  number  of  those  who 
pursued  their  training  independently. 

The  Law  on  Employment  ensures  the  possibility  of  training  while 
working  and  preserving  one's  job,  and  preventing  unemployment. 
In  1992,  7  per  cent  of  those  participating  in  training  studied  in  this 
way.  Their  proportion  decreased  further  in  1993  to  4.5  per  cent. 
Training  programmes  connected  with  public  works  fall  into  this 
category  as  well,  although  they  are  hardly  utilized. 

A  total  of  2,000  courses  were  conducted  in  1992,  out  of  which  870 
were  completed.  The  number  of  those  who  finished  these  courses 
was  close  to  18,000.  In  the  first  half  of  1993,  1,613  courses  were  run 
and  920  were  completed.  Both  in  1992  and  in  1993  the  majority  of  the 
courses  (85  per  cent)  provided  vocational  training.  Labour  centres 
financed  those  courses  which  offered  nationally  recognized  certifi¬ 
cates.  Of  those  who  attended  labour  market  training,  93  per  cent 
were  unemployed. 
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The  overwhelming  majority  of  the  participants  had  earlier 
finished  secondary  school  or  graduated  from  a  higher  educational 
institute.  Very  few  of  them  possessed  only  elementary  school 
certificates  (10—15  per  cent).  This  was  partly  the  result  of  the  types  of 
courses  offered  —  most  of  them  were  aimed  at  more  qualified  persons 
-  and  the  infrastructure  of  training  centres  which  is  more  suitable  for 
courses  of  this  kind.  In  addition,  the  motivation  of  less  qualified 
people  is  usually  lower  than  that  of  those  who  have  studied  longer. 
Furthermore,  the  training  arrangements  which  would  fit  the  various 
training  needs  of  the  less  qualified  are  not  yet  widespread. 

The  composition  of  participants  by  age  group  was  provided  by 
sample  surveys.  Three  quarters  of  the  participants  were  under  35 
years  of  age,  and  50  per  cent  of  them  were  under  25.  According  to 
labour  statistics,  the  participation  of  school-leavers  in  labour  market 
training  programmes  is  much  higher  (30-35  per  cent)  than  their 
proportion  in  the  unemployed  category. 

The  vocational  composition  of  labour  market  training  was 
assessed  through  examination  of  the  expenses  of  close  to  1,000 
training  programmes.  The  share  of  courses  which  prepared  trainees 
for  industrial  jobs  was  the  highest  (25  per  cent).  Most  of  these 
programmes  offered  training  for  traditional  jobs.  One  third  of  these 
programmes  prepared  the  participants  for  jobs  in  dressmakers' 
shops,  while  20  per  cent  were  trained  in  welding.  There  were  more 
and  more  courses  offered  in  the  fields  of  information  science  and 
computing  techniques  (11.9  per  cent),  and  in  trade  and  tourism  (14 
per  cent).  The  proportion  of  courses  in  (business)  entrepreneurship 
(5  per  cent)  and  financial  services  (7  per  cent)  was  considerable  as 
well. 

According  to  the  aforementioned  figures  in  labour  market  train¬ 
ing,  the  share  in  areas  where  there  is  more  demand  for  theoretical 
knowledge  is  growing  and  there  is  less  demand  for  courses  teaching 
knowledge  of  equipment.  This  is  partly  a  consequence  of  the  in¬ 
sufficient  infrastructure  of  employment  training.  The  necessary 
conditions  for  practice-oriented  training  are  partly  or  fully  missing. 
Most  of  the  organizations  taking  part  in  training  programmes  can 
hardly  ensure  the  needed  theoretical  and  practical  background  for 
effective  operation  of  training,  for  vocational  programmes  adjusted 
to  the  needs  of  the  unemployed,  and  for  labour  market  services. 
Their  activities  are  focused  only  on  a  very  limited  area  of  training. 
This  is  the  reason  for  the  elaborate,  and  in  most  cases  puzzling  and 
unruly,  relations  among  subcontractors  which  help  to  make  training 
expenses  unreasonably  high. 

Training  organizations  are  not  able  or  don't  intend  to  invest  more 
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and  are  mainly  interested  in  making  a  quick  profit.  This  is  reflected 
in  the  fact  that  training  costs  -  in  addition  to  the  length  and  specific 
content  of  courses  -  are  primarily  determined  by  the  market;  the 
actual  demand  for  material  and  equipment  necessary  for  effective 
training  has  much  less  influence  on  the  expenses. 


Central  labour  market  training  programmes 

The  National  Training  Council  has  been  promoting  the  introduction 
and  widespread  implementation  of  methodologically  new  pro¬ 
grammes  of  national  and  regional  importance  which  can  be  easily 
adjusted  to  the  various  training  needs  of  the  unemployed  and  those 
who  are  exposed  to  unemployment.  Within  these  programmes 
school-leavers  get  priority.  The  National  Training  Council  deter¬ 
mines  the  principles  and  conditions  for  the  distribution  of  funds  for 
centrally  run  programmes.  In  1992  HUF500  million  was  used  for  this 
purpose.  Financial  assistance  was  given  to  9,400  persons  in  the 
following  four  preferential  categories: 

1  Modular  courses  which,  in  addition  to  vocational  training, 
developed  various  skills  useful  in  job  hunting  and  communica¬ 
tion.  They  provided  job  counselling  and  personal  development 
training,  and  administered  aptitude  tests.  In  this  category 
organizations  were  given  priority  which  could  guarantee  jobs  for 
more  than  50  per  cent  of  the  participants  after  finishing  the  course; 

2  Retraining  programmes  designed  and  rim  with  training 
objectives; 

3  Preventive  programmes  for  the  unemployed  and  for  those  who 
are  exposed  to  unemployment  to  help  them  retain  jobs  after  they 
have  found  a  job; 

4  Programmes  supporting  the  development  of  business  and  other 
'practical'  skills  necessary  for  entrepreneurship. 

Most  of  the  training  financed  by  the  National  Training  Council 
was  in  fields  important  for  future  activities  in  the  new  market- 
oriented  economy:  business,  financial  services,  tourism,  catering, 
information  science,  (industrial)  high  technology,  and  entrepreneur- 
ship.  In  1993  the  National  Training  Council  provided  resources 
(HUF413  million)  for  6,500  persons,  among  them  2,400  school- 
leavers.  According  to  sample  surveys,  as  a  result  of  training  38-40 
per  cent  of  the  participants  found  jobs  within  a  year. 
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Participation  of  school-leavers  in  labour  market  training 
programmes 

Although  labour  market  training  is  aimed  at  the  adult  population,  it 
has  to  assume  responsibility  for  the  first  vocational  training  of 
school-leavers  because  the  current  educational  system  is  not  yet 
capable  of  providing  up-to-date  knowledge  and  skills.  According  to 
sample  surveys  75  per  cent  of  the  participants  in  labour  market 
training  are  under  35  years  of  age,  and  half  of  them  are  younger  than 
25. 

Nowadays,  most  school-leavers  don't  possess  the  skills  and 
knowledge  which  are  applicable  in  the  present  labour  market.  In 
addition,  they  lack  the  practical  skills  necessary  for  job  searching. 
Frequently  certain  basic  skills  (writing  and  reading,  for  example), 
which  have  not  been  mastered  sufficiently  in  elementary  school, 
need  to  be  developed  in  the  framework  of  labour  market  training. 
Their  lack  of  experience  and  insufficient  or  obsolete  vocational 
knowledge,  even  at  the  time  they  finish  school,  make  it  impossible 
for  school-leavers  to  find  a  job.  The  only  way  to  improve  their 
chances  in  the  labour  market  is  to  enrol  them  in  training  courses.  It 
should  be  added  that  among  the  unemployed,  the  young  ones  are 
most  responsive  to  obtaining  new  skills  and  knowledge. 

The  participation  rate  of  school-leavers  in  labour  market  training 
(30  per  cent)  is  much  higher  than  their  share  (8-10  per  cent)  in  the 
registered  unemployed  population.  Local  training  programmes  for 
school-leavers  organized  by  the  regional  labour  centres  were  subsi¬ 
dized  by  central  funds  as  well.  In  1992  among  the  central  pro¬ 
grammes  of  the  Labour  Market  Committee  those  programmes  were 
given  priority  which  improved  the  position  of  school-leavers  and 
youth  in  the  labour  market  and  enhanced  their  chances  of  finding  a 
job. 

In  the  programmes  from  central  sources,  it  was  possible  to  train 
secondary  school  graduates,  to  acquire  vocational  skills  and  know¬ 
ledge,  to  learn  languages,  to  attend  special  labour  market  training, 
and  to  train  youngsters  with  a  low  level  of  education.  Close  to  16,000 
persons  were  affected  by  this  programme. 

In  1993  it  became  even  more  difficult  than  before  to  find  jobs  for 
young  people  -  the  low  demand  from  employers,  the  obsolete 
structure  of  the  vocational  training  system,  and  demographic 
reasons  all  added  to  the  worsening  situation  of  school-leavers  in  the 
labour  market.  In  August  1993  there  were  74,600  registered  un¬ 
employed  school-leavers. 
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The  Ministry  of  Labour  developed  an  Action  Plan  for  the  reduc¬ 
tion  of  unemployment  among  young  people.  The  plan  spells  out  the 
most  important  short-term  measures.  It  is  based  on  a  more  effective 
and  appropriate  utilization  of  existing  possibilities  and  employment 
policy  programmes,  and  intends  to  involve  directly  all  those 
interested  (young  people,  employers,  municipalities,  non-profit 
organizations,  schools).  Although  the  implementation  of  the  plan  is 
still  underway,  certain  positive  signs  can  be  noticed  in  the  areas  of 
information  flow  and  the  exploration  of  employment  and  training 
possibilities.  Through  the  Action  Plan,  the  Labour  Market  Com¬ 
mittee  allocated  an  additional  HUF200  million  to  the  labour  centres 
for  the  support  of  training  young  people.  This  affected  some  3,000 
persons. 

Among  the  programmes  of  the  National  Training  Council  in  1992, 
priority  was  given  to  those  which  had  been  organized  for  school- 
leavers.  The  total  number  of  young  people  affected  by  the  pro¬ 
grammes  subsidized  by  the  council  was  2,300,  and  the  subsidy  was 
HUF147  million. 

Chances  of  finding  a  job  after  training  completion  depends  on  the 
selected  course  (vocation)  and  on  the  region's  labour  market 
conditions.  On  average,  20-30  per  cent  of  the  participants  were  able 
to  find  jobs  right  after  their  training,  while  20-25  per  cent  found  jobs 
within  1  or  2  months.  After  a  short  period  of  time,  15-25  per  cent  of 
the  participants  registered  again  as  unemployed. 


Regional  centres  for  manpower  development  and 
retraining 

Most  labour  market  training  has  been  organized  in  traditional  forms 
of  adult  education.  Available  institutions,  methodology,  material, 
and  personnel  could  only  meet  the  requirements  of  the  unemployed, 
school-leavers,  and  school  drop-outs  to  a  limited  extent.  Therefore  it 
was  mandatory  to  establish  an  independent  regional  network  for 
training  the  unemployed.  The  network  is  financed  from  govern¬ 
mental  and  local  sources,  as  well  as  from  World  Bank  funds. 

The  goal  of  the  project  for  the  establishment  of  a  network  of 
manpower  development  and  retraining  was  to  lay  the  foundation 
for  a  new,  up-to-date,  flexible,  modular  adult  education  system 
which  could  be  adjusted  regularly  to  the  changes  of  the  labour 
market  and  the  requirements  of  industrial  restructuring  and  techno¬ 
logical  developments.  With  consideration  of  the  former  education  of 
the  participants,  the  modular  structure  was  designed  to  allow  them 
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to  choose  their  own  programme  of  study  by  selecting  from  several 
available  modules.  It  is  extremely  flexible  and  allows  participants  to 
make  constant  adjustments  to  their  programmes  as  interests  and 
abilities  develop,  and  allows  them  to  study  at  their  own  pace. 
Theoretical  knowledge  and  practical  skills  are  integrated  and  the 
emphasis  is  on  practically-oriented  training.  The  main  characteristics 
of  these  training  programmes  are  as  follows: 

1  Flexible  adjustment  to  the  needs  of  employers,  employees,  and 
job  seekers.  Courses  are  started  within  8-30  days  after  request. 

2  It  is  possible  to  enter  or  exit  courses  at  different  stages.  Time  spent 
on  a  course  varies  from  person  to  person  and  the  type  of  certificate 
they  get  depends  on  acquired  knowledge  and  skills. 

3  Emphasis  is  on  individual  study  and  application  of  knowledge, 
not  on  a  spoon-feeding  type  of  teaching. 

The  first  centre  (ERAK)  began  operations  on  15  October  1991  in 
north-eastern  Hungary.  (Its  headquarters  is  in  Miskolc,  but  it  has 
offices  in  the  provinces  of  Nyiregyhaza,  Eger  and  Ozd.)  The  results 
achieved  by  the  centre  and  its  performance  are  very  favourable. 
Some  30,000  persons  contacted  the  centre.  More  than  6,500  persons 
started  their  training  there.  The  drop-out  rate  has  been  very  low, 
only  4.3  per  cent.  The  courses  cover  some  70  vocational  areas.  Of  the 
participants  85.7  per  cent  were  under  40,  while  50.6  per  cent  were 
under  25  years  of  age.  Almost  half  of  the  participants  had  no 
previous  vocational  training. 

By  August  1993,  5,063  persons  had  acquired  new  vocational 
qualifications  and  attended  labour  market  training.  Out  of  these, 
1,135  (22  per  cent)  had  a  job  and  were  able  to  keep  it  in  the  light  of 
their  newly  acquired  knowledge  and  skills.  Within  3  months  of 
finishing  a  course,  43  per  cent  of  the  participants  found  a  suitable  job. 
This  rate  was  60  per  cent  within  six  months.  The  most  successful 
courses,  according  to  the  market  demand  of  its  participants,  are  as 
follows:  machine  maintenance  in  the  construction  industry  (58  per 
cent);  wood  turning  (lathe  operator)  (80  per  cent);  basket-weaving 
(86  per  cent);  and  computer-aided  administration  (60  per  cent). 

In  addition  to  ERAK,  three  other  centres  were  opened  in  1993 
(Pecs,  Debrecen  and  Szekesfehervar).  It  is  planned  that  the  complete 
network  will  have  10-12  centres  by  the  end  of  this  decade,  with  the 
capacity  to  ensure  the  training  of  30  per  cent  of  the  total  unemployed 
population. 
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Evaluation  of  labour  market  training  programmes 

HUNGARY 

What  impact  did  training  programmes  have  on  the  opportunities  of 
the  unemployed  in  the  labour  market?  The  results  of  the  first  survey 
were  disappointing;  only  36  per  cent  of  those  who  completed  a  train¬ 
ing  programme  were  employed  at  the  time  of  the  survey.  This  was 
just  slightly  higher  than  the  employment  rate  of  those  who  hadn't 
attended  any  training  programme.  Women  benefited  a  bit  more 
from  training  than  did  men.  Monthly  earnings  of  those  trained  were 
higher  by  HUT650  than  the  earnings  of  those  who  were  not  trained. 

The  second  survey  showed  more  promising  results.  The  labour 
market  position  of  each  group  (trained,  not  trained,  and  participated 
in  public  work)  had  improved  since  the  first  sample.  In  particular,  the 
positions  of  those  who  had  participated  in  training  had  improved 
considerably.  Their  employment  rate  had  increased  from  34  to  52  per 
cent.  This  provides  justification  that  the  training  programmes  had 
paid  off.  The  discouraging  results  of  the  first  survey  were  due  to  the 
fact  that  most  people  hadn't  yet  finished  their  training  programme  by 
the  time  of  the  survey  and  hadn't  had  time  to  find  a  job. 

When  data  are  broken  down  by  gender  and  age  groups  the  results 
are  not  so  satisfactory.  At  the  time  of  the  second  survey  (November 
1993),  47  per  cent  of  those  younger  than  25  who  had  attended 
training  were  employed,  while  for  those  younger  than  25  who 
hadn't  participated  in  training,  the  employment  rate  was  45  per  cent. 
Data  referring  to  women  in  the  same  age  group  were  even  more 
surprising.  Amongst  registered  unemployed  women  who  hadn't 
attended  any  training,  68  per  cent  were  employed,  while  of  those 
trained  only  55  per  cent  were  employed  in  November  1993.  A  similar 
observation  could  be  seen  in  the  group  of  women  aged  25-39  with 
higher  qualifications  than  the  completion  of  elementary  school.  The 
favourable  impact  of  training  on  re-employment  was  due  partly  to 
the  higher  qualification  and  lower  age  of  those  who  participated  in 
training  as  opposed  to  those  who  did  not. 

Expenditure  on  unemployment  prevention  and  management  was 
3.04  per  cent  of  the  GDP  in  1992  and  3.11  per  cent  in  1993.  This  was 
much  higher  than  in  many  more  developed  countries.  Four  fifths  of 
the  expenditure  was  allocated  to  unemployment  compensation,  and 
only  the  residue  was  spent  on  active  labour  market  programmes, 
including  training.  The  demand  for  these  programmes  has 
developed  very  slowly  and  only  became  significant  in  1993.  On  the 
one  hand  this  process  was  hampered  by  the  economic  (labour 
market)  environment,  while,  on  the  other  hand,  the  newly  formed 
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organizations  lacked  experience  and  expertise  in  programme 
management  and  in  reconciliation  of  interests.  Development  of  the 
infrastructure  (especially  for  data  processing  and  communication) 
has  been  of  utmost  importance,  as  has  staff  development.  Provisions 
of  the  relevant  laws  need  to  be  realized  and  implemented,  but  this 
will  take  several  years. 

Development  and  implementation  can  be  accelerated  by  the 
involvement  of  civil  associations,  non-profit  organizations  and  local 
community  (interest)  groups,  thus  enabling  the  channelling  of  state 
services  to  the  unemployed.  As  this  system  is  lacking  in  Hungary, 
time  is  needed  to  build  it  up. 

INTERNATIONAL  COMPARISON 

It  is  extremely  difficult  to  measure  the  effectiveness  of  various 
training  programmes  and  draw  conclusions  from  the  situations 
presented.  One  may  assume  that  participants  in  training  pro¬ 
grammes  find  it  easier  to  obtain  or  retain  jobs,  or  earn  higher  wages, 
than  those  who  do  not  take  part.  But  there  are  difficulties  in  such 
appraisal,  for  example  in  measuring  effectively  the  distinct  dif¬ 
ferences  between  programme  participants  and  others,  particularly 
where  participation  is  voluntary.  How,  for  instance,  do  programmes 
affect  the  overall  level  of  unemployment,  which  depend  primarily 
on  the  macro-economic  situation?  When  a  trained  person  finds  a  job, 
another  person  may  lose  one,  most  probably  the  same  job. 

It  is  even  more  difficult  to  compare  the  situation  in  various 
countries.  In  the  short  period  of  time  available  to  prepare  this  study 
it  was  impossible  to  collect  a  sufficient  amount  of  data  of  good 
quality.  Furthermore,  the  different  statistical  systems  of  the  various 
countries  have  to  be  taken  into  consideration.  As  the  definition  of 
indicators  may  vary  from  country  to  country,  one  must  be  very 
careful  in  comparing  them.  In  addition,  comprehensive  evaluations 
of  active  labour  market  programmes  are  missing  in  most  countries 
or  have  just  been  started.  (For  example,  it  is  worthwhile  to  consider 
the  situation  in  the  Ukraine,  but  it  still  differs  in  so  many  aspects 
from  the  other  Central-Eastern  European  countries  that  it  is 
impossible  to  include  it  in  any  comparison.) 

It  should  be  noted  that  the  countries  of  Central-Eastern  Europe 
have  only  faced  the  unemployment  problem  in  the  last  4-5  years. 
Therefore,  they  are  only  now  beginning  to  introduce  various  passive 
and  active  labour  market  programmes.  Most  of  them  have  estab¬ 
lished  the  necessary  institutional  framework,  which  is  similar  to  the 
Public  Employment  Services  (PESs)  in  the  Western  European 
countries.  These  services  are  gradually  becoming  crucial  to  the 
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management  of  unemployment  compensation,  job  matching  and 
training,  and  other  labour  market  programmes  in  the  East.  Hungary 
is  probably  slightly  ahead  of  its  neighbours  in  building  the  so-called 
Regional  Centres  for  Manpower  Development  and  Retraining.  The 
National  Employment  Organization  not  only  finances  training  and 
retraining,  as  in  the  other  countries,  but  is  offering  training 
programmes  through  their  centres  as  well. 

Hungary  trains,  relatively,  more  unemployed  people  than  Poland, 
Slovakia,  and  Bulgaria,  although  the  unemployment  rate  is  lower 
than  those  of  the  others.  Sweden  offers  high  quality  training  to 
everyone,  while  in  Germany  adults  may  take  part  in  full-time 
courses.  Britain  has  started  adult  training  recently.  The  young 
unemployed  require  special  treatment  everywhere.  The  German 
dual  system  is  a  useful  example  of  how  to  handle  this  issue. 

In  Hungary  tripartite  cooperation  has  been  developed  between 
the  government,  employers'  associations,  and  the  trade  unions;  it 
operates  at  all  levels  (central,  regional  and  local).  A  similar  institu¬ 
tional  arrangement  exists  in  Sweden  where  the  result  of  this 
cooperation  has  been  demonstrated  by  the  success  of  Swedish 
employment  policy.  In  both  Germany  and  Sweden  the  ministries  of 
labour  play  a  more  influential  role  in  labour  market  policy  than  in 
the  USA  or  the  UK.  The  role  of  the  government  is  also  important  in 
Hungary  and  the  other  Central-Eastern  European  countries. 

Education  is  very  much  related  to  the  culture  and  history  of  a 
nation  and  therefore  it  has  strong  national  characteristics.  This  cer¬ 
tainly  influences  adult  training  as  well.  One  should  be  careful  in 
transplanting  training  programmes  in  a  simplistic  way  from  one 
country  to  another.  Other  important  factors  are  the  economic  and 
social  environments. 

In  comparing  countries,  it  is  interesting  to  note  that,  although 
Western  countries  have  been  operating  a  variety  of  active  labour 
market  programmes  for  many  years,  unemployment  still  has  not 
gone  away,  and  is  there  to  stay.  Solutions  should  also  be  sought  in 
other  areas  such  as  economic  affairs  -  not  only  at  the  national,  but  at 
the  international  level.  For  the  time  being  unemployment  may  be 
viewed  as  an  opportunity  to  improve  workers'  skills  and  to  provide 
a  newly  skilled  workforce  for  the  future. 
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The  Economic  Reform  and 
the  Problem  of  Employment 
in  Russia 

-  ALEXANDER  A.  TKACHENKO  - 


Historical  aspects  of  the  problem:  Russia  before  the 
transition  to  economic  reform 

The  mean  annual  population  growth  rate  in  the  Russian  Federation 
reached  its  maximum  soon  after  the  Second  World  War,  during  the 
years  1951-60;  thereafter  it  has  decreased  steadily  because  of  a  birth 
rate  which  declined  especially  rapidly  at  the  end  of  the  1960s.  Taking 
into  consideration  the  time  lag,  we  see  a  similar  picture  for  the  labour 
force  growth  rate  and  the  employment  growth  rate.  Their  maxi- 
mums  (about  2.5  per  cent)  were  reached  during  the  period  1961-5, 
since  when  they  have  declined  rapidly. 

There  was  a  time  when  the  difference  between  the  low  labour 
force  growth  rate  caused  by  the  declining  birth  rate  and  the 
considerable  employment  growth  rate  was  compensated  for  by 
actively  drawing  new  workers  from  the  unemployed  population 
(such  as  housewives  or  those  employed  in  family  households). 
Later,  pensioners  also  became  involved. 

Some  leading  researchers  and  politicians  came  simultaneously  to 
a  natural  conclusion  about  the  impossibility  of  further  high  produc¬ 
tion  growth  rates  in  the  main  industries  (primarily  in  heavy 
industry,  not  in  consumer  goods  or  services)  and  high  economic 
growth  by  means  of  so-called  extensive  development,  that  is  by 
employment  growth  and  the  respective  growth  of  production 
volume.  It  was  concluded  that  the  intensification  of  production  and 
the  necessity  of  economic  reforms  was  urgent.  The  attempt  of  such 
reforms  was  made  at  the  end  of  the  1960s  and  at  the  beginning  of  the 
1970s  by  Alexei  N.  Kosygin. 

At  the  same  time  Russia  differed  considerably  from  the  other 
former  USSR  republics  in  the  formation  of  the  qualitative,  structural 
and  quantitative  characteristics  of  the  labour  force.  The  process  of 
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ageing  already  showed  in  the  age  structure  of  the  working-age  popu¬ 
lation  in  the  1970  census  and  influenced  economic  activity  as  a  whole. 
The  rate  of  economic  activity  in  the  working-age  population  was  dis¬ 
tributed  as  follows:  the  highest  rate  belonged  to  the  30-39  age  group 
closely  followed  by  the  40-49  and  the  20-29  age  groups.  The  eco¬ 
nomic  activity  of  the  age  group  near  retirement  (50-59)  was  half  of 
that  in  Georgia,  Moldova  or  the  Baltic  republics  where  there  was  no 
decrease  of  activity  in  this  age  group  (Estonia,  for  example,  had  the 
same  level  of  economic  activity  for  the  40-49  and  the  50-59  groups). 

During  that  same  time  the  maximal  level  of  employment  of 
women  was  achieved.  It  was  much  higher  than  in  Eastern  European 
countries  having  the  same  economic  system.  There  was  concern 
about  the  possibility  of  a  future  decline  from  this  level  through 
demographic  policy  measures  and  the  increasing  living  standards  of 
the  population  as  a  whole  and  of  families  with  children  in  particular, 
but  this  has  not  happened. 


The  demographic  situation  in  Russia  including  migration 
and  its  influence  on  employment 

Having  begun  in  1992,  Russia's  population  decline  accelerated  in 
1993.  For  1992-3  it  stood  at  338,500  (including  307,600  in  1993).  The 
natural  decrease  of  the  population  in  1993  was  737,700  -  that  is,  3.6 
times  higher  than  in  the  previous  year.  The  considerable  migration 
flow  from  the  former  Soviet  republics,  which  was  430,100  in  1993  (2.4 
times  higher  than  in  1992),  could  not  compensate  for  the  natural 
decrease  of  the  population. 

The  working-age  population  mortality  increase  had  a  strong 
negative  influence  on  the  working-age  population  dynamics.  High 
male  mortality  is  traditional  for  Russia.  In  certain  age  groups  the 
male  mortality  level  exceeds  that  for  females  by  4-5  times.  The  years 
1992  and  1993  were  particularly  unfavourable  in  this  respect,  with 
the  average  male  life  expectancy  reduced  by  about  1.5  years.  Now  it 
is  below  60  years. 

The  increase  of  mortality  caused  by  accidents,  poisonings  and 
injuries  was  extremely  high  and  reflects  the  general  worsening  of  the 
economic  situation.  The  primacy  of  those  causes  makes  the  situation 
in  Russia  unique.  There  is  no  other  country  where  accidents  and 
injuries  have  overtaken  even  diseases  of  the  circulatory  system  in  the 
mortality  rates. 

In  1989-93  the  population  growth  due  to  migration  was  about 
904,700,  that  is  almost  92  per  cent  of  the  total  population  growth.  In 
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1993  in  most  Russian  territories  (excluding  the  Far  East,  Eastern 
Siberia  and  the  Far  North)  the  net  migration  was  positive  and 
increased.  Seventeen  territories  (out  of  19  territories  belonging  to  the 
Far  North)  had  negative  net  migration.  Those  territories  lost  about 
166,000  inhabitants.  For  example,  the  population  of  the  Chukotsky 
region  declined  by  11.5  per  cent.  The  Tyumenskaya  region  was  an 
exception:  in  1993,  it  had  a  positive  net  migration  (6,400)  because  of 
the  specific  dynamics  in  the  fuel  and  energy  industries  (especially  in 
gas  and  oil  production).  A  number  of  large  Russian  cities  (such  as 
Moscow,  St  Petersburg,  Arkhangelsk,  Barnaul,  Omsk,  Kemerovo, 
Samara,  Ufa,  Chelyabinsk,  Khabarovsk  and  Yakutsk)  also  had  neg¬ 
ative  net  migration. 

In  1993  the  immigration  flow  from  the  republics  of  the  former 
USSR  slightly  decreased  to  922,900  from  925,700  in  the  previous 
year.  Flowever,  as  the  emigration  had  decreased  significantly,  the  net 
migration  grew  from  355,700  to  553,800,  that  is  by  1.6  times.  Russia 
had  a  positive  net  migration  from  each  of  its  former  Soviet  republics 
except  Byelorussia.  As  a  result  of  migration,  the  population  of  Russia 
increased  by  105,000  children  below  16,  by  261,000  working-age 
persons,  and  by  64,000  persons  above  working  age. 

Despite  the  immigration  flow  with  a  considerable  share  of 
working-age  persons,  the  labour  force  of  the  Russian  Federation  is 
decreasing.  In  1992  the  labour  force  was  reduced  by  259,000,  that  is 
0.3  per  cent.  The  migrants  (especially  refugees)  have  been  included 
in  regional  programmes  of  employment  promotion.  There  are  special 
assistance  programmes  for  refugee  settlement  (particularly  in  rural 
areas)  and  for  creating  new  jobs. 

Thus  developed  a  complex  programme,  'Migration  as  Develop¬ 
ment'.  According  to  an  expert  estimate,  by  the  year  2000  the  immigra¬ 
tion  flow  will  bring  about  2 -4  million  people  to  Russia  from  the 
former  Soviet  republics.  The  labour  market  is  not  expected  to  suffer 
from  any  special  difficulties  or  unemployment  growth  caused  by 
this  migration,  although  some  regions  and  territories  may  face  con¬ 
siderable  problems  if  a  high  level  of  immigration  occurs  simultan¬ 
eously  with  unfavourable  regional  labour  market  situations.  These 
considerations  made  the  administrations  of  the  Novgorodskaya  and 
the  Tambovskaya  regions  design  immigration  quotas. 


The  main  trends  in  employment 

The  structural  economic  reform  in  Russia  leads  to  the  redistribution 
of  the  labour  force  between  industries  and  activities.  This  process  is 
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complicated  because  the  current  stage  of  reform  is  characterized  by 
falling  volumes  of  industrial  production  and  growing  unemploy¬ 
ment.  The  dynamics  of  employment  differ  considerably  in  three 
main  industrial  groups,  although  the  volume  of  production  has 
decreased  in  each  of  them. 

There  are  activities  where  the  number  of  the  employed  is 
increasing  despite  the  deepening  economic  crisis:  banking  and 
credit,  insurance,  notary  services,  trade,  and  other  activities  expand¬ 
ing  in  the  new  economic  conditions.  In  addition,  fuel  and  energy- 
related  enterprises  are  also  marked  by  employment  growth. 

The  second  group  of  industries  (including  the  non-ferrous 
metallurgy  and  food  industries)  have  a  practically  unchanged  level 
of  employment.  The  employment  dynamics  of  this  group  are 
dominated  not  only  by  changing  prices  with  simultaneously  falling 
production  volumes,  but  more  by  governmental  assistance  to  the 
giant  enterprises  in  metallurgy  which  determine  the  social  and 
economic  situations  in  their  regions. 


TABLE  13.1 


Migration  flows  between 
Republics  in  1993 

the  Russian 

Federation  and 

former  Soviet 

Inflow 

Outflow 

Increase 

Ukraine 

189,409 

172,131 

17,278 

Byelorussia 

34,670 

46,058 

-11,388 

Uzbekistan 

91,164 

20,545 

70,619 

Kazakhstan 

195,672 

68,703 

126,969 

Georgia 

69,934 

4,922 

65,012 

Azerbaijan 

54,684 

11,543 

43,141 

Lithuania 

19,407 

2,369 

17,038 

Moldova 

19,344 

14,881 

4,463 

Latvia 

25,891 

2,223 

23,668 

Kirgizia 

96,814 

10,142 

86,672 

Tadzhikistan 

68,761 

5,898 

62,863 

Armenia 

29,806 

1,953 

27,853 

Turkmenistan 

12,990 

6,165 

6,825 

Estonia 

14,340 

1,582 

12,758 

Total 

922,886 

369,115 

553,771 

1992  (in  thousand) 

925.7 

570.0 

355.7 

Source:  Rossijskaja  Federatsia  b  tsifnakh  v  1993  godu.  Moskova,  Goskmstat  Possij,  1994,  s.  74-5  (in 
Russsian). 
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The  third  group  of  industries  is  characterized  by  a  considerable 
decrease  in  the  employment  level  (in  1993,  by  8-10  per  cent  in  the 
processing  industry,  by  15  per  cent  in  forestry,  science  and 
engineering).  This  group  has  been  losing  the  most  qualified  labour 
force  because  of  very  low  (close  to  minimal)  wages. 

It  is  crucial  that  for  the  first  time  the  number  of  the  employed  in 
the  non-public  sector  is  to  exceed  that  in  the  public  sector  in  1994. 
The  labour  force  redistribution  between  industries  and  activities 
maintained  a  rather  smooth  situation  in  the  labour  market.  The  low 
level  of  dismissals  was  the  most  important  factor.  The  surface 
stability  of  the  labour  market  is  accompanied  by  the  growth  of 
different  forms  of  hidden  unemployment. 

An  extremely  high  level  of  partial  and  hidden  unemployment 
was  created  in  the  textile  industry,  tractor  and  agricultural  construc¬ 
tion,  and  the  electronic  industry.  In  these  industries  40-60  per  cent 
of  the  employees  had  to  take  unpaid  leave  or  part-time  work.  This 
was  caused  by  the  directors'  faith  in  governmental  credits  and  belief 
in  the  impossibility  of  bankruptcy,  and  by  their  intention  to  retain 
highly  qualified  personnel  with  the  assurance  that  the  economic 
conjuncture  was  soon  to  change.  Official  statistics  estimate  that 
partial  and  hidden  unemployment  at  the  beginning  of  1994  was  as 
high  as  4  million.  Estimates  are  higher  when  people  who  get  mini¬ 
mal  wages  are  included. 

Long-term  unemployment  strikes  women  and  young  people 
hardest.  The  number  of  young  people  unemployed  for  over  12 
months  rose  from  0.2  to  7.4  per  cent  of  the  total  number  of  un¬ 
employed  young  people.  The  number  of  long-term  unemployed 
women  rose  from  0.3  to  9.2  per  cent  of  the  total  number  of 
unemployed  women.  The  share  of  long-term  unemployment  rose 
from  13  to  26  per  cent  during  1993.  Though  this  is  not  so  high,  its 
dynamics  show  a  high  probability  of  potential  social  explosions. 

The  amount  of  long-term  unemployment  varies  in  different 
regions  because  of  the  specific  features  of  economic,  political  and 
national  development.  At  the  same  time  the  fact  that  the  majority  of 
the  long-term  unemployed  consist  of  women  and  young  people  is 
true  for  all  the  territories.  (In  1993,  20  per  cent  of  high  school 
graduates  and  33  per  cent  of  technical  college  graduates  didn't  find 
jobs.) 

In  1993  the  amount  of  long-term  unemployment  was  especially 
high  in  the  following  regions:  Dagestan  (21.6  per  cent),  Ryazanskaya 
(18.2  per  cent),  Saratovskaya  (17.9  per  cent),  Pskovskaya  (16.9  per 
cent),  Chuvashiya  (16.5  per  cent)  and  Yaroslavskaya  (16.3  per  cent). 
Out  of  87  regions  17  have  long-term  unemployment  levels  higher 


252  LABOUR  MARKET  POLICIES:  COUNTRY  CASE  STUDIES 


than  average  for  Russia.  The  lowest  levels  were  in  the  following 
regions:  Nenetzky  (1  per  cent),  Evenkiisky  (0  per  cent),  Ingushetiya 
(0  per  cent),  Khakassiya  (1.3  per  cent),  Kareliya  and  Adygeya  (1.8  per 
cent  each). 


TABLE  13.2 

Structure  of  the  total  labour  force  in  the  Russian  Federation 


In  millions a  Percentage 


1992 

1993 

1994 

1992 

1993 

1994 

Employed  labour  force 

72.3 

71.4 

67.1 

83.9 

83.3 

78.9 

including  enterprises: 

in  public  sector 

48.5 

41.8 

32.0 

67.1 

58.5 

47.7 

in  private  sector 

23.8 

29.6 

35.1 

32.9 

41.5 

52.3 

Students  of  working  age 

5.6 

5.5 

5.4 

6.5 

6.4 

6.4 

Working-age  population 

5.4 

5.3 

5.3 

6.3 

6.2 

6.2 

in  households,  military 
service;  ministers,  etc. 

Unemployed 

2.9 

3.5 

7.2 

3.4 

4.1 

8.5 

Total  labour  force 

86.2 

85.7 

85.0 

100.0 

100.0 

100.0 

Source-.  State  Committee  on  Statistics  of  Russia,  Ministry  of  Labour  (forecast  for  1994  made  by  the 
Russian  Governmental  Centre  of  Economic  Conjuncture). 

Note-. a  -  mean  annual. 


The  evolving  regional  labour  markets  in  Russia 

By  1991  all  the  territories  of  the  former  USSR  had  integral  economic 
systems  with  differing  models  of  labour  division.  These  models 
were  determined  by  the  peculiarities  in  nature  and  climate,  the 
necessity  in  developing  regions  with  strategic  resources,  and  the 
priorities  in  accelerating  the  economic  development  of  'national  out¬ 
lying  districts'.  The  labour  factor  has  never  been  considered  as  a 
determinant  and  whenever  there  has  been  a  lack  of  human 
resources,  labour  was  brought  from  other  regions  in  accordance 
with  planning. 

Labour  force  migration  was  explained  primarily  by  the  popula¬ 
tion's  desire  to  move  to  regions  with  more  favourable  conditions  and 
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living  standards,  or  the  desire  to  return  to  native  regions  after  spend¬ 
ing  some  time  in  the  north,  which  attracted  temporary  workers  by 
special  additions  to  salary.  Until  1992  there  was  a  tendency  towards 
migration  from  rural  areas  to  urban. 

The  regional  policy  followed  by  the  executive  power  tends  to 
restrict  migration  flows.  Economic  measures  are  used  in  this  area, 
such  as  special  taxes  equivalent  to  100  times  the  minimal  wage  for 
the  right  of  a  passport  registration  in  certain  regions  (Russia  has 
saved  the  system  of  passport  registration  which  was  practised  in  the 
former  USSR).  All  these  reasons  explain  why  the  departure  of  the 
former  Soviet  republics  had  no  serious  impact  on  the  labour  market 
in  Russia,  beyond  a  degree  of  regional  social  tension  caused  by 
migration  inflows. 

The  primary  reasons  for  a  slow  rate  of  unemployment  growth  are 
the  following:  the  huge  inertia  of  the  Russian  social  and  economic 
system  (though  there  are  some  shifts  towards  a  market  economy,  the 
forces  of  inertia  are  very  strong  if  not  determinant);  the  absence  of  a 
common  labour  market  in  Russia,  due  to  low  labour  force  mobility 
caused  by  the  absence  of  a  reasonably  priced  (to  people  with  a 
medium  income)  real  estate  market  and  the  Soviet  system  of  pass¬ 
port  registration;  and  the  considerable  inflation  that  allows  some 
enterprises  (especially  if  they  are  monopolies  which  are  quite  typical 
in  Russia)  to  preserve  their  personnel  during  an  absolutely  inade¬ 
quate  economic  situation  by  raising  prices  and  thus  compensating 
for  the  fall  in  production  volumes. 

The  traditional  attitude  of  employees  in  Russia  used  to  employ¬ 
ment  in  the  public  sector  makes  them  say  'Yes,  we  are  afraid  of  losing 
our  job'  but  also  'No,  we  do  nothing  to  escape  this  possibility,  we  do 
not  look  for  a  new  job'.  Such  an  attitude  prevents  people  who  have 
lost  their  engineering  or  technical  jobs  from  taking  non-prestigious 
jobs.  So  unemployment  growth  is  accompanied  by  an  acute  lack  of 
hospital  attendants,  nurses,  office-cleaners,  etc.  This  mental  attitude 
is  supported  by  old  trade  unions  which  try  to  gain  popularity  by 
promoting  absolutely  unreal  and  unfeasible  policies.  The  same 
negative  role  is  also  displayed  by  the  paternalism  of  public  enter¬ 
prise  directors  in  their  unwillingness  to  reduce  their  personnel,  even 
when  they  understand  clearly  that  there  is  no  other  way  to  overcome 
the  inefficiency  of  production. 

Finally,  the  tax  system  has  an  important  influence  because  it  does 
not  offer  material  incentives  to  reduce  inefficient  employment. 
Moreover,  it  makes  it  profitable  even  to  keep  many  low-paid  em¬ 
ployees  at  minimal  wages  because  it  decreases  the  average  wages  at 
the  enterprise. 
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Russia  at  the  beginning  of  1994 

In  1994  the  working-age  population  was  expected  to  increase 
slightly  and  that  will  reflect  negatively  on  the  labour  market 
situation.  The  non-decreasing  migration  inflows  (primarily  from 
former  Soviet  republics)  have  an  even  stronger  negative  influence  on 
the  labour  markets  in  certain  regions. 

The  fall  in  industrial  employment  is  expected  to  be  even  more 
pronounced  than  in  the  sphere  of  production  (primary  and  secon¬ 
dary  sectors  in  the  economy)  as  a  whole.  The  total  decline  for 
production  should  be  smoothed  by  agricultural  employment 
growth.  The  employment  growth  in  agriculture  and  in  the  pro¬ 
cessing  of  agricultural  production  has  continued  during  the  last  two 
years  despite  the  general  economic  crisis.  One  of  the  reasons  is  the 
growing  migration  from  town  to  countryside  since  1991.  Such 
agricultural  employment  dynamics  (Table  13.3)  became  possible 
due  to  continuing  financial  and  credit  injections  from  the  state 
budget  and  the  structural  transformation  of  agriculture  ordered  by 
the  government  as  the  primary  necessity  for  efficiency. 

It  should  be  stressed  that  the  employment  dynamics  in  agri¬ 
culture  correlate  with  the  traditional  labour  surplus  in  the  southern 
regions  of  Russia,  especially  for  the  Northern  Caucasus.  Those 
territories  are  characterized  by  constant  rural  overpopulation  and 
considerable  unemployment  among  young  people  who  have  not 
been  registered  before  and  are  the  traditional  source  of  seasonal 
workers  in  other  Russian  territories. 

According  to  the  official  forecast  being  analysed,  employment  in 
the  sphere  of  services  is  expected  to  grow,  but  quite  insignificantly. 
Three  main  factors  influence  its  dynamics: 

1  During  the  last  10-15  years  the  ratio  between  the  number  of 
employed  in  the  sphere  of  production  and  the  sphere  of  services 
has  remained  practically  unchanged  even  though,  before  the 
transition  to  a  market  economy,  the  objective  trend  towards  more 
rapid  employment  growth  in  the  sphere  of  services  was  admitted. 

2  The  share  of  the  public  sector  in  the  sphere  of  services  is  too  large 
because  its  rapid  development  is  impossible  when  the  state 
budget  has  a  significant  deficit  and  the  state  cannot  provide 
proper  employees'  incomes  in  health  protection,  education, 
culture  and  science  (the  impossibility  of  normal  wages  prevents 
employment  growth  in  health  protection,  housing  and  communal 
services,  social  welfare,  education  and  culture  and  is  reflected  in 
their  quality,  which  is  very  important  for  the  Russian  population). 
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3  The  sphere  of  services  continues  to  be  very  attractive  to  private 
investment,  especially  when  investments  in  the  sphere  of 
production  are  hardly  profitable.  The  future  dynamics  will  be 
determined  primarily  by  the  third  factor. 

The  sphere  of  services  will  also  develop  by  means  of  secondary 
employment  (for  example,  hiring  part-time  workers).  Such  employ¬ 
ment  will  not  be  reflected  in  the  employment  statistics.  However,  if 
the  economic  situation  has  not  worsened  by  the  end  of  1994  we  can 
expect  employment  growth  to  exceed  the  forecast  number. 

Also,  the  labour  force  is  redistributing  within  the  sphere  of 
services.  In  the  first  quarter  of  1994  there  was  movement  from 
science,  informational  and  computing  services  towards  private 
structures  dealing  with  banking,  insurance,  trade  and  operations 
with  realty.  The  difference  between  wages  in  financial  services  and 
in  science  reached  at  the  beginning  of  1994  was  3.5  times  (at  the 
beginning  of  1993  it  was  about  3  times).  This  difference  promotes 
further  movement  of  the  most  promising  (in  age  and  qualification) 
personnel,  and  attracts  a  certain  quota  of  unemployed  persons. 


TABLE  13.3 

The  employment  forecast  for  1994 

(mean  annual  number  of  employed  in  millions) 


1992 

1993 

1994 

Total  number  of  employed,  including 

70.6 

70.2 

65.5 

Sphere  of  production 

50.7 

50.2 

45.2 

including: 

Industry 

22.0 

21.6 

19.0 

Agriculture 

9.6 

9.8 

9.8 

Construction 

8.4 

8.3 

7.3 

Communications  and  transport  (industry) 

3.8 

3.7 

3.2 

Forestry 

0.2 

0.2 

0.2 

Trade 

5.7 

5.7 

5.1 

Other  industries 

1.0 

0.9 

0.6 

Sphere  of  service,  including 

19.9 

20.0 

20.3 

Housing  and  communal 
service 

2.8 

2.8 

2.8 

Health  protection, 

physical  culture  and  social  welfare 

3.8 

3.9 

4.0 

Education,  arts  and  culture 

6.7 

6.8 

6.9 

Science 

2.3 

2.3 

2.3 

Communications  and  transport 

1.7 

1.7 

1.8 

Banking  and  credit,  administration 

2.6 

2.5 

2.5 

Source:  Ministry  of  Labour. 
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As  the  economic  crisis  in  Russia  continues,  the  reduction  of 
employment  at  a  rather  steep  rate  is  most  probable.  At  the  same  time 
falling  unemployment  growth,  including  the  transformation  of 
partial  unemployment  into  open  unemployment,  is  hardly  probable, 
and  the  government  is  going  to  take  measures  to  prevent  it. 
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